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the policyholders and friends of the Michigan Mutual have looked 


upon this institution as a financial “Rock of Gibraltar.” In increas- 
ing numbers each year, and particularly during the past three difh- 
cult years, a great number of the state’s largest industrial concerns 
and most exacting individuals have wisely chosen to place their 
important insurance responsibilities with us, in full confidence of 


our financial strength and conservative management. 


The highest solvency ratio we have attained in years 
has justified this confidence---a ratio which gives us $1.71 
with which to pay every $1.00 of liability on our books. 


DEPENDABLE WORKMEN’S COMPENSATION 
AUTOMOBILE INSURANCE AND ALL 
OTHER CASUALTY LINES 

EVERY POLICY NON-ASSESSABLE 


SEDSEEEELESS 


MICHIGAN eS 
LIABILITY “&Y 


MUTUAL 
COMPANY 


Non-Assessable Dividends 
and Q WAS, More Than 
—_— 








Dividend Paying $4,000,000.00 


President 


District Offices (General Service) Branch Offices (Automobile Only) 
Grand Rapids Lansing Flint Port Huron Tonia 
Saginaw Kalamazoo Mt. Clemens Benton Harbor Pontiac 
Jackson Marquette Battle Creek Alpena 


Toledo, Ohio Fort Wayne. Ind. 
Home Offices—1209 Washington Boulevard at State Street—Dctroit—Cherry 4800 


Industrial Hospital—2730 E. Jefferson Ave.—Dctroit 
Workmen’s Compensation, Automobile, Group Health and Accident and 
Other Casualty Lines 





FOUNDED 1912 | 
For More Than Twenty Years 
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ILL 
MUTUALS 


ARE GENERAL FIRE INSURANCE CARRIERS 




















@ This is A Century of Progress 
Year -- a great enterprise which 
promises to be the outstanding event 
in American life for many years. 




















Incidentally, this year marks the one 
hundred and eightieth year of con- 
sistent progress and growth on the 
part of Mutual Fire Insurance. 


MUTUAL FIRE PREVENTION BUREAU 
230 East Ohio St. t-3 Chicago, Ill. 


A service organization maintained by the 
Mill Mutuals. 
































2 JouRNAL OF AMERICAN INSURANCE 











Place Your Fire, Automobile and Tornado 
Insurance Through the 
Associated Lumber Mutuals 


CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 


INDIANA LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMEN’S MUTUAL INSURANCE COMPANY ’ 
OF MANSFIELD ; 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMEN’S MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 


Offices From the Atlantic to the Pacific 


# Gale & Stone, Boston Justin Peters, Philadelphia ™ 
Interstate Mutual Insurance Agency Co., Mansfield, Pittsburgh. 
Lumbermens & Manufacturers Mutuals Inc. 
James S. Kemper, Mgr. 
Chicago, Milwaukee, Minneapolis, Omaha. 
Lumber Mutual Agency, 
Indianapolis, Memphis, Dallas, Kansas City. 
The Martin General Agency, Seattle, Denver, San Francisco, 
Los Angeles, Vancouver, Portland, Spokane. c 
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HON. E. W. CLARK 


Commissioner of Insurance 
State of Iowa 


ConTINUVED activity on behalf of the policyholders has distinguished the Iowa 
Insurance Department under the leadership of Commissioner Clark. 
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About the Insurance World 


Brief Review of What Is In the Magazines and In the Mail 
Which Comes to the Editor’s Desk 


Move to Liquidate SU PERIN- 
Globe & Rutgers TENDENT OF 

INSURANCE 
VAN SCHAICK of New York has 
filed a petition in the Supreme Court 
asking for an order to take the com- 
pany over for liquidation. It is being 
opposed by the present officials of the 
company who are still working on 
plans to rehabilitate the company on 
a basis which will permit it to reopen. 


Superintendent Van Schaick in the 
petition to the court stated that he 
considered further efforts to rehabili- 
tate the company would be futile as 
he believes there is a small chance of 
obtaining the necessary funds. The 
assets of the company at the present 
time are placed at 30 million dollars 
and the liabilities at 37 million. A 
statement from the insurance depart- 
ment announcing the application for 
the liquidation order read as follows: 


“At the time the order of rehabilitation 
was obtained there seemed to be a reason- 
able opportunity to effect a reorganization 
of the company. A reorganization com- 
mittee was promptly formed and efforts 
were made by this committee to work out 
a sound plan of reorganization. No plan 
has been developed which in the opinion of 
the Superintendent is feasible under pres- 
ent conditions and he has come to the con- 
clusion that it is for the best interests of 
the policyholders, creditors and the public 
to seek liquidation of the company.” 


The Canadian business of Globe & 
Rutgers has been reinsured in the 
Liverpool & London & Globe. The 
transaction is of considerable size as 
Globe & Rutgers reported to the 
Dominion Insurance Department net 
fire premiums of $817,000 and net au- 
tomobile premiums of $225,000 writ- 


ten in Canada in 1932. It is said that 
the Canadian deposit of the Globe & 
Rutgers is sufficient to pay the rein- 
surance premium and also to settle all 
known outstanding losses, other than 
marine, under the company’s policies 
in Canada. 
Hold School for SALEM, ORE., 
Oregon Firemen It is reported 
that preparations 
are under way for the holding of the 
Oregon Firemen’s School which is 
conducted annually under the auspices 
of the Oregon Fire Chiefs Associa- 
tion, the engineering school of Ore- 
gon State College, the State Board 
for Vocational Education and the 
State Fire Marshal department co- 
operating. This year’s school will be 
held at Corvallis, June 6 to 9, in- 
clusive. 


Don. C. Lewis DON C. LEWIS, 


New South of Pierre, has been 
Dakota appointed Insur- 
Commissioner ance Commissioner 


for South Dakota 
by Governor Berry, and the appoint- 
ment has been confirmed by the Sen- 
ate. Mr. Lewis, who held the same 
position under former Governor Bu- 
low, will take office July 1, 1933, for 
a two-year term. He will replace C. 
R. Horswill, Watertown, whose ap- 
pointment expires July 1. 
Rule Against THE Executive 
Cigarette Losses Committee of the 

National Board of 
Fire Underwriters has recommended 
that all member companies refuse to 
pay cigarette scorch claims. The not- 
ice of this decision was sent out in 
a letter by General Manager W. E. 
Mallalieu which reads as follows: 


“Increased carelessness with lighted 
cigarettes is resulting in an excessive num- 
ber of claims against fire insurance com- 
panies. In the vast majority of cases no 
actual fire results within the meaning of a 
fire insurance contract. 

“The Executive Committee of the Na- 
tional Board of Fire Underwriters believes 
that the time has arrived when the com- 
pany should instruct their representatives 
to refuse recognition of such claims on the 
ground that such payment constitutes a 
gratuity on the part of those who pay them 
that is neither justified nor compatible with 
the provisions of the fire insurance con- 
tract. 

“Cigarette losses have been a constant 
source of trouble to the insurance com- 
panies.” 


Insurance Com- THE flood of legis- 
panies Need lation under consid- 
Consideration eration in Washing- 
ton and the various 
states which is intended to relieve the 
small landowner from his present load 
of indebtedness may have unpleasant 
consequences for the insurance com- 
panies. An editorial in the Chicago 
Tribune, reprinted below, sounds a 
warning which should be heeded. 


INSURANCE CORPORATIONS AND 
THE LITTLE FELLOW 


In commenting on the plan for the re- 
financing of farm mortgages, Henry Mor- 
genthau, Jr., gdvernor of the new farm 
credit administration, said: “The little fel- 
low, the farmer, the village banker, the 
forgotten man, will be taken care of first, 
the corporations afterwards.” The cor- 
porations are the insurance companies 
which hold about one-third of the farm 
mortgage indebtedness. 

It is not necessary to quarrel with Mr. 
Morgenthau over this statement, but it does 
contain the taint of a superficial sort of 
public morality which gets a good deal of 
promotion these days. The insurance com- 
panies are heavily charged with the inter- 
ests of the little fellow, and, if we are 
still to remember him, of the forgotten 
man. There is probably no more vital in- 
terest in the country than the equities repre- 
sented in these corporations. They contain 
the provision which men of small or mod- 
erate means have made against the future 
and for the securitv of their families. They 
contain the savings of a great mass of the 
indispensable part of the citizenship which 
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seeks competence and guarantees in life by 
its own thrift and hard work. 

A destruction of these equities and obli- 
gations and rights would be one of the 
hardest blows which hard times could hit 
the nation. When the policyholders in a 
mass are referred to as a corporation the 
intent seems to be, whether it is or not, to 
put them in a special category as to moral 
import. No such distinction can possibly 
be recognized. 

It could even be said that these equities 
are of paramount importance over every- 
thing else when it comes to a question of 
obligation resting upon a custodial govern- 
ment. Both the farmer and the little man 
who went into debt, and the village banker 
who extended the credit, had something to 
do with the situation in which they find 
themselves. Their situation may be worthy 
of such aid as the government can offer 
them, but that does not detract from the 
right of the policyholder to have his in- 
vestment safeguarded in every way pos- 
sible. Social philosophy is entirely too 
much disposed to dismiss the corporation 
as a thing without widespread human ele- 
ments. 


Factory Mutuals THE losses re- 
Report Low Loss ported by the As- 
Ratio for 1932 sociated Factory 
Mutuals for 1932 
from fire, tornado, sprinkler leakage, 
and use and occupancy were 1.7c per 
$100 insured. This is 28% below the 
loss ratio of 1931 and 33% below the 
average of the preceding 10 years. 
Of 2,285 claims made 1,471 were 
less than $250, only 18 were above 
$10,000 and four were above $50,000, 
the average being less than $725. The 
amount at risk fell off 12.5% due to 
smaller inventories and lower price 
levels, but the net decrease in the 
number of risks insured was less than 
3%. 


Try Merit Rating INSURANCE 
in Canada companies which 
are members of 
the Canadian Automobile Underwrit- 
ers’ Association will grant a 10% 
discount to those motorists who have 
not made claims for public liability 
or property damage under their au- 
tomobile policies during 1932, accord- 
ing to R. N. Cornish, Secretary at 
Montreal of the C. A. U. A. The 
object is to encourage careful driv- 
ers with a view to greater safety. The 
discount will only be granted if the 
insured’s operating license has not 
been suspended or revoked during a 
period of twelve months immediately 
prior to the effective date of the 
policy, together with freedom from 
an accident as a result of which a 
claim has been paid or is outstand- 
ing. The entire scheme is practically 
the same as the merit rating plan 
which was tried by the American 
companies. 
The rule will apply in all terri- 
tories under the jurisdiction of the 
C. A. U. A.,, including the Provinces 
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of Quebec, Nova Scotia, New Bruns- 
wick and Prince Edward Island and 
Newfoundland. The idea has been in 
effect in Ontario for some time. Not- 
ice of the action of the Association 
was being sent to the British Colum- 
bia Insurance Underwriters’ Associa- 
tion and also to the Western Canada 
Insurance Underwriters’ Association. 
Experiment THE effort of a num- 
With Auto ber of casualty com- 
Rating Plan panies to increase their 
premium volume in au- 
tomobile liability and at the same time 
secure better underwriting results 
through the use of new rating plans 
continues unabated. Some months 
ago we reported the plan of the In- 
demnity Company of North America 
under which a policy was issued to 
the driver which was not intended to 
follow the car, but applied where the 
insured was driving any automobile, 
not only an automobile owned by him. 
The most radical proposal since that 
time is that of the Builders and Man- 
ufacturers Mutual Casualty Company 
of Chicago, which is advertising a new 
rating plan based on mileage. At 
present, persons in preferred occupa- 
tions are allowed a 30% reduction in 
rate if they drive 6,000 or less per 
year. For every 500 miles additional 
that is driven, the deduction allowed 
is 5% less, so that a person who drives 
7,500 miles is charged manual rates. 
The Hooper Holmes Bureau has been 
engaged to make inspections and 
check the mileage. On new cars, 
manual rate will be collected and a 
rebate allowed at the end of the year 
if the mileage is 7,000 miles or less. 
On old cars, where there is any doubt 
about the number of miles driven the 
year previous, the company will at- 
tempt to protect itself by allowing a 
smaller deduction than might be war- 
ranted and will make a return at the 
end of the year if the ‘mileage justi- 
fies it. The company recognizes that 
the element of judgment will enter 
into the plan and a few policyholders 
may manipulate the speedometer to 
get a few dollars credit. On the 
whole, however, they are confident 
that the plan can be worked out. 
Another rating plan adopted by 
some stock companies grants a rate 
reduction of 25% to persons in pre- 
ferred occupations who do not use 
their automobiles in business. A re- 
duction of 10% is granted to persons 
in preferred occupations who do use 
their automobiles in business. Then 


there is Class C, members of which 
are charged an extra premium of 
25% which means that this classifi- 
cation will not be written at all. 

The Lloyds Insurance Company of 
America has taken over the occupa- 





tional plan of the Constitution In- 
demnity which allowed a rate credit 
of 20% to persons in preferred occu- 
pations who do not use their automo- 
biles in business. However, manual 
rates are charged to persons in pre- 
ferred occupations who do use their 
automobiles in business and Class C 
motorists are debited 20%. 

This occupational classification plan 
is apparently winning favor with 
agents and brokers and if it becomes 
popular probably other non-confer- 
ence companies will also use it. 


Provide Further THE United 
Federal Aid States Senate has 
for Insurance under considera- 

tion a bill intro- 
duced by Senator Fletcher of Florida 
which would authorize the Recon- 
struction Finance Corporation to buy 
new preferred stock and other senior 
types of securities issued by insur- 
ance companies. The bill, with three 
amendments, was reported favorably 
by the Senate Banking and Currency 
Committee and may be passed soon. 
A companion bill has been introduced 


in the House by Representative 
Henry B. Stagall. 
Changes in Nae JOSEPH B. 


THOMPSON 
of Missouri, 
Chairman of the 
Executive Com- 
mittee of the National Convention of 
Insurance Commissioners, has an- 
nounced the appointment of E. W. 
Clark of Iowa and C. A. Gough of 
New Jersey to the Committee. 
Messrs. Clark and Gough succeed 
George S. Van Schaick of New York, 
who has just been named second vice 
president of the Convention, and John 
C. Kidd of Indiana, who retired from 
office April Ist. 


Petersburg Fire THE New Hamp- 
Reinsured shire Fire Insur- 

ance Company has 
reinsured all of the outstanding liabil- 
ities of the Petersburg of Virginia, 
which had net premium income for 
1932 of $234,182 and admitted as- 
sets of $680,134 at the close of the 
year. For the time, at least, the 
Petersburg company will retain its 
identity. It operates in Virginia, 
Maryland, Pennsylvania and North 
Carolina. The company originally 
was part of the Petersburg Savings 
and Insurance Co., which was organ- 
ized in 1860, but in 1918 it was de- 
cided to divorce the insurance from 
the banking business. However, the 
bank retained control of the insur- 
ance company and also owns the local 
agency which is not involved in the 
reinsurance contract. 


tional Convention 
of Insurance 
Commissioners 














Casualty Ac- THE Casualty Ac- 
.tuarial Society tuarial Society will 
Meets in May hold its semi-annual 

meeting on May 26th 
at the Hotel Pennsylvania in New 
York. An interesting program is be- 
ing prepared and the meeting will 
have its usual wide interest for all 
casualty insurance men. 


Deny Compensa- INSURANCE 
tion Increase in COM MIS - 
North Carolina SIONER DAN. 

C. BONEY of 
North Carolina has denied the request 
for an increase in workmen’s com- 
pensation rates of 23.4% asked by 
stock companies and of 12% sought 
by the mutual companies. He said, 
however, that an increase of 7.6% 
seems justifiable on the basis of ex- 
perience for the policy year 1929 and 
the first seven months of 1930. He 
objected to inclusion of a wage re- 
duction factor of 10%, a contingency 
loading of 214% and an allowance of 
2.9% for the off balance of rating 
factor. 


Town Mutual THE agency force 
Agents Meet of the Town Mutual 

Dwelling Insurance 
Company of Des Moines met at Ho- 
tel Fort Des Moines on April 6th. 
The meeting celebrated completion of 
forty years’ operation and ‘was a com- 
bination of instruction and entertain- 
ment. All sessions were presided over 
by B. Rees Jones, president of the 
Town Mutual Insurance Co. 

Harry P. Cooper, secretary of the 
National Association of Mutual In- 
surance Companies, was one of the 
principal speakers at the school of 
instruction. At the banquet which 
closed the meeting, Dr. S. S. Huebner 
of Philadelphia and Governor Clyde 
L. Herring were the principal speak- 
ers. 


Rule on THE Minnesota Su- 
Depreciation preme Court, in the 
of Stolen Cars case of Ciresi v. 

Globe & Rutgers, 
takes up the question as to whether 
general depreciation suffered by a car 
which has been stolen is covered by 
the automobile test policy. 

The plaintiff’s automobile was 
stolen and returned over a month 
later badly deteriorated. When stolen 
it was almost new. Experts estimated 
that the thieves or someone else must 
have run it an additional 10,000 miles. 
Repairs cost $201. This sum was 
awarded as damages by the apprais- 
ers. There was evidence for the plain- 
tiff that even as repaired the machine 
was worth at least $600 less than 
when stolen. The appraisers con- 
strued the policy to limit recovery to 
cost of repairs and replacements, and 
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to exclude anything additional for 
depreciation. 

The Supreme Court considered the 
case settled in the plaintiff’s favor by 
Christison v. St. Paul Fire & Marine, 
138 Minn., 51. The deduction re- 
quired by the policy “for depreciation 
however caused” is obviously to be 
made in determining the sound value 
of the property, the court held. In 
omitting the item of $600 for de- 
preciation the Court said the apprais- 
ers made a gross mistake and unless 
rectified it will wrongfully deprive the 
assured of recovery for the substan- 
tial item in question. Judgment for 
the plaintiff is affirmed. 


Believe It THE interest aroused 
Or Not among readers of the 
News Service by the re- 
port of such unusual fire losses as 
those due to the California wood- 
pecker and the Canadian baby have 
led us to believe that some of our 
casualty insurance men may be in- 
trigued by reports of queer accidents 
during 1932. Two reported which 
would lead one to adopt Oriental 
fatalism were the case of a Chicago 
acrobat who broke his neck when he 
fell on the smooth sandy level of a 
bathing beach and the story of an 
aviator in Iowa who was strangled to 
death by the rope of a swing while 
swinging in front of his father-in- 
law’s home to keep cool. Unusual 
was the case of Robert Benitez of 
Mexico City who was struck three 
different times by three different 
automobiles on the same day and 
lived to tell the story. The reverse 
of his experience was that of Mrs. 
Emma Graves of Los Angeles who 
was struck by a baby buggy and 
killed. A golf record of some kind 
must have been established by a New 
Jersey golfer who took a back swing 
that knocked three players uncon- 
scious simultaneously. Another sport- 
ing accident with tragic consequences 
occurred in Pennsylvania when a deer 
reversed the usual procedure and 
caused the death of three hunters by 
crashing into their car while they 
were driving through the woods. 
Perhaps the two funniest accidents 
of last year occurred when a young 
Missourian tried to shoot a fly off his 
knee-cap without accuracy and when 
a miner of Wilkes Barre, Pennsyl- 
vania, sat on a dynamite step, the 
shock restoring a lost memory, as well 
as doing sundry damage. 


Perhaps the most tragic accident 
story of modern times concerns a 
family in Washington. Back in 1927 
three children in the family of Uriah 
Richards were killed in a train auto- 
mobile crash. Two years ago the 
father himself was killed when struck 
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down by an automobile. That left 
four survivors. Last June these four 
were riding in a small truck which 
was struck by a railroad train, killing 
them all. 


Stuyvesant THE Pearl Assurance 
Reinsured Company of London 
by Pearl has reinsured  practi- 


cally all of the liability 
of the Stuyvesant Insurance Com- 
pany previously reinsured in the 
Globe & Rutgers. The transaction 
was an unusual one because the pre- 
miums on the Stuyvesant business, 
which were included in the unearned 
premium reserve of the Globe & 
Rutgers, were ordered released from 
custody of Superintendent of Insur- 
ance George S. Van Schaick by di- 
rection of the Supreme Court for the 
purpose of reinsuring the Stuyve- 
sant’s liability in some company. The 
Stuyvesant had previously automati- 
cally reinsured all of its business in 
the Globe & Rutgers. 


Separate GOVERNOR BRYAN 
Insurance has signed a bill estab- 
Department lishing a separate insur- 
In Nebraska ance department in Ne- 

braska. Lee Herdman 
will continue as Commissioner, with 
the official title of Director of Insur- 
ance, his formal appointment being 
expected shortly. 


Nominate New THE National Fire 
Officers for Protection Associa- 
N. F. P. A. tion has notified its 

members that the 
nominating committee has submitted 
nominations for offices, members of 
the board of directors and members 
of the nominating committee, to be 
voted upon at the next annual meet- 
ing in Milwaukee. 


The following members are recom- 
mended to the board of directors for 
election to the offices indicated : presi- 
dent Sumner Rhoades, New York 
first vice president, Harold L. Miner, 
Wilmington, Delaware; second vice- 
president, George W. Elliott, Phila- 
delphia ; secretary-treasurer and man- 
aging director, Franklin H. Went- 
worth, Boston; chairman of board of 
directors, Albert T. Bell, Atlantic 
City. 

The following members are nomi- 
nated for election by the association : 
for board of directors for three years, 
S. D. McComb, New York; Charles 
W. Mowry, Boston; David J. Price, 
Washington; Richard FE. Vernor, 
Chicago; Sidney J. Williams, Chi- 


cago. 
A very attractive program has 
been outlined for the Milwaukee 


meeting which will be held on May 
29th. Public fire prevention, circum- 
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stantial evidence in arson cases and 
the use of inert gas in industry will 
all be considered by competent speak- 
ers. 

Monopolistic Fund 
Continues in 
Washington 


THE refusal of 
the Governor 
of Washington 
to approve the 
measure enacted by the Legislature, 
repealing the monopolistic compen- 
sation fund law, means that private 
carriers will continue to be unable to 
write Workmen’s Compensation In- 
surance in this state. The record of 
this class of business in Washington 
has been such, however, that private 
insurance companies are not greatly 
concerned about the refusal of the 
governor to allow them to handle the 
business. 

Appoint 

Custodian for 
Central West 
Casualty 


COMMISSIONER 
CHARLES E. 
GAUSS of Michi- 
gan has signeda 
petition for the ap- 
pointment of a custodian for the Cen- 
tral West Casualty and the Wayne 
Surety, both of Detroit. It has been 
filed in the Wayne Circuit Court of 
Detroit by a representative of the At- 
torney-General’s department. Mr. 
Gauss was later named custodian for 
the two companies with the consent 
of the carriers’ counsel, and the writ- 
ing of business has been temporarily 
suspended. 

Adverse publicity due to attacks on 
the companies by state officials and 
legislators who demanded investiga- 
tion of their activities by the Attorney 
General and the Insurance Commis- 
sioner necessitated prompt action to 
protect policyholders and to prevent 
any preferential treatment of inter- 
ested persons or firms. The depart- 
ment has had a member of the Exam- 
ining Staff in the offices of the com- 
panies for some time. The somewhat 
precarious condition of the companies 
is due to their heavy liabilities under 
depository bonds covering public 
funds, some $12,000,000 of which is 
declared to be in the two large De- 
troit banks now under conservators. 
President of WILLIAM F. FELL, 
Graphic Arts head of a printing firm 
Dies in of that name and pres- 
Philadelphia ident of the Graphic 

Arts Mutual lire In- 
surance Co., died in his 80th year at 
his home in Mt. Airy, following an 
illness of six weeks. 

Best Reports IN a special bul- 
Companies Sound letin sent out on 

April 5th to its 
subscribers Alfred M. Best Company 
gave its opinion on the general situa- 
tion in the fire-marine and casualty- 
surety fields. It is the conclusion of 
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the reporting organization that the 
fire companies, taken as a whole, are 
in a very strong financial position and 
that their excess of resources over 
liabilities at current prices amounts to 
almost a billion dollars. Although the 
casualty and surety companies lack 
the great strength of the fire com- 
panies, it is estimated that they have 
an excess of loss paying capacity of 
$250,000,000. 

3est points out that the business 
of the fire and marine companies has 
been profitable during the past few 
years, while the casualty and surety 
companies have just about “broken 
even” on the basis of calculation 
used, which credits underwriting with 
estimated interest earned on reserves 
and also credits or deducts any in- 
crease or decrease of equity in un- 
earned premiums. The report con- 
cludes : 

“A relatively small number of casualty- 
surety companies are in an unsatisfactory 
financial condition from the policy-holders’ 
viewpoint. Because the average position 
is as outlined above, however, care should 
be exercised in studying the present posi- 
tion of the individual companies of this 
tvpe. 

An International 


THE president of 
Reputation 


one of the mutual 
casualty com- 
panies which advertises regularly in 
the Journal of American Insurance 
recently passed on to us an inquiry 
which he had received from a reader 
in Lahore, India. From the tone of 
his letter we assume he was a little 
startled to find that the Journal went 
so far afield. Moved to speculation 
as to the international quality of our 
circulation we therefore asked the 
mailing department to inform us into 
what far corners of the globe every 
issue of the Journal is carried by 
steamships and trains. Now, with the 
report before us, we can state that 
the company which advertises in the 
Journal has carried it4 message into 
England, Germany, Belgium, France, 
Austria, China and Japan, and can 
look forward to every mail delivery 
with a feeling of anticipation and ad- 
venture. In the event that any actu- 
aries among our readers wish to work 
out the mathematical probability of 
receiving a reply from any one of the 
countries named we hasten to indi- 
cate that England and Germany are 
neck and neck in their desire for 
copies of the Journal, with Japan 
third. 


Compulsory ACCORDING to a 
Insurance in recent news item in 
Switzerland the Chicago Tribune, 


thousands of automo- 
biles have been retired in Switzer- 
land, owing to a new law which raises 
compulsory insurance for third party 
risks to about $20,000. In the canton 





of Geneva alone 4,000 machines, or 
one in three, have been laid up, in- 
volving a loss in taxes of $120,000 
yearly. 
Detroit Winsin WINNING cities 
National Health in the National 
Contest Health Conserva- 
tion Contest, con- 
ducted annually by the Chamber of 
Commerce of the United States and 
the American Public Health Associ- 
ation, were announced today at the 
headquarters of the Chamber here 
The winners were: 
Group I, 500,000 population and cver, 
DETROIT. 
Group IT, 250,000 to 500,000 population, 
CINCINNATI. 
Group III, 100,000 to 200,000, SYRA- 
pring and NEW HAVEN, CONN. 
tied. 
Group IV, 50,000 to 100,000, EAST 
ORANGE. 
Group V, 20.000 to 50,000, BROOK- 
LINE, MASS. 
Group VI, Under 20,000 population, 
LODI, CALIF. 

The annual Health Conservation 
Contest is intended to determine 
which of the competing cities in the 
six groups have the best balanced 
community health programs and 
which have been most successful in 
maintaining or attaining favorable 
health conditions. 


In making public the results of the 
contest, the Insurance Department of 
the Chamber of Commerce of the 
United States said: 


“There is due much praise for the splen- 
did manner in which the cities of the 
country have made use of their health 
resources. In spite of an ever increasing 
demand for health services and in spite 
of the generally difficult times through 
which we are passing, health conditions 
were maintained very favorably through- 
out 1932. That health conditions have 
been favorable speaks well for the sound- 
ness of public health programs and their 
cumulative effects. In many communities, 
however, health activities have been con- 
siderably curtailed. Whether or not these 
reductions of health services have been 
so extensive as to bring about adverse 
general health conditions in 1933 is not 
as vet known.” 

Following the winning cities, five 
cities in each of the population 
groups have been awarded honorable 
mention as follows: 


Group I— Group IV— 
Milwaukee Evanston 
Chicago Pasadena 
Baltimore Schenectady 
Pittsburgh Pittsfield, Mass. 
Buffalo Charleston, S. C., 

Group IIl— Lincoln, Neb., tied 
Rochester, N. Y. Group V 
Newark Santa Barbara 
Toledo West Hartford, 
Minneapolis Newberg, N. Y. 
Dallas Watertown, N. Y. 

Group ITI— Santa Ana, Cal. 
Peoria Group VI— 
Hartford Chestertown, Md. 


Grand Rapids 
Reading, Penn. 
Yonkers, N. Y. 


Shorewood, Wis. 
Palo Alto, Cal. 
La Salle, Ill. 
Peru, Ill. 
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The Test Ot Insurance Management 


The Underwriting and Investment Results of Both Stock and Mutual 
Companies In Fire and Casualty Fields. 


ITHIN the short space of 

W twenty minutes, it is the duty 
of the present speaker to sup- 

ply an intelligent and comprehensive 
answer to a question that might 
have been stated: Now, how have 
the fire and casualty companies come 
through their great trial? * Everyone 
will agree, because of their long- 


term contracts and their intimate 
and pervasive relations to living 


standards present and future, that the 
experience of the life companies dur- 
ing the depression is of first impor- 
tance. But all other insurances, and 
particularly casualty and __ fidelity, 
affect the average man to a degree 
he hardly realizes. Casualty and 
surety companies provide the prin- 
cipal means for the purchase of ac- 
cident and health or disability insur- 
ance. They sell liability contracts 
guaranteeing payments of damages 
that run annually into the hundred 
millions. They cover the majority of 
workmen’s compensation risks, prom- 
ise payments that run many years 
into the future and are the main 
reliance of a part of our citizenship 
that is clearly not prepared to rely 
on itself, They guarantee the solv- 
ency of our financial institutions, the 
performance of business contracts, 
and the probity of public and private 
officials, Indeed, entirely apart from 
these economic and social services, 
fire and casualty companies are im- 
portant simply as immense financial 
institutions. Even as late in the de- 


By C. A. KULP 

Professor of Insurance 
Wharton School of Finance and Commerce, 
University of Pennsylvania 
An address delivered before the Wharton 

Round Table of Insurance 
pression as 1931 their total admitted 
assets aggregated over three and a 
half billions, held against liabilities 
running over two billions. Whether 
we think about it or not, the question 
of their solvency now and in the fu- 

ture is of first-rate importance. 


F JR the sake of concreteness and 
completeness we shall analyze 
the investment and underwriting rec- 
ord of all fire and casualty carriers 
as reported in the annual Reports of 
the Insurance Commissioner of Con- 
necticut. The period included is 
1928 to 1931. A _ basic historical- 
critical study would perhaps seek its 
point of departure farther back in 
the past. It would perhaps embrace 
two or even more swings of the cycle 
of trade and investment. We have 
confined our analysis to two years of 
prosperity and the following two 
years of depression, partly because 
of the pressure of time, partly be- 
cause it is not at all certain that the 
mere piling up of older data adds to 
our knowledge of current conditions. 
We can unfortunately not include 
statistical results for 1932, because 
of the inevitable lag in official pub- 
lication. Two reasons, one practical, 
one of policy, account for use of the 
Connecticut rather than the tradi- 
tional New York figures. There is 


little to choose between them either 
in volume of business or in the num- 
ber of companies represented. More 
particularly, fire and marine final 
data have even now not appeared 
for 1931 from the New York De- 
partment, so that the use of New 
York figures would have cut off a 
full year from our analysis and the 
most important of the period. Buta 
still more important consideration 
weighs in favor of Connecticut data. 
In valuing the security holdings of 
companies writing in his state in 
1931, Commissioner Dunham ruled 
that for uniformity’s sake he was 
willing to allow valuation at the end 
of 1931 as of June 30, the basis ap- 
proved by the National Convention 
of Insurance Commissioners, and 
used almost universally for 1931 
valuations. Lut resting his ruling on 
the requirement of the Connecticut 
law that the reports show “true 
values,” he required that security as- 
sets in effect be written down by 
application of a special set of reduc- 
tion factors, and the deduction shown 
as a separate liability and subtracted 
from surplus. By this device the 
companies automatically had set up 
for them special liabilities represent- 
ing losses by depreciation in securi- 
ties between June 30 and December 
31. The Connecticut statement of 
admitted assets is therefore on the 
same basis as that shown in the New 
York report, since both are valued on 
the middle-of-the-year basis. Its 
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statement of liabilities and surplus is 
different because of the special de- 
ductions. Showings on Connecticut 
surplus data are accordingly the more 
conservative of the two. 


INVESTMENT EXPERIENCE 

A statement of the investment ex- 
perience of an insurance company 
(and of every investor) falls nat- 
urally into three divisions: What is 
the rate of return earned on its as- 
sets? What are its capital profits or 
losses? What appear to be the net 
results of the interrelation between 
income and capital, first on the finan- 
cial condition of the company, and 
vitimately on its safety? 

(1) Investment Return. 

Following are the annual net rates 
of return from investments, 1928- 
1931, for all fire and marine, and 
casualty companies: net after invest- 
ment expense, expressed as a per- 
centage of admitted assets. We have 
related investment return (and all 
other investment indices) to admitted 
assets because determination of in- 
vestment experience rests in the last 
analysis on the success of the investor 
in husbanding his resources. Results 
are shown separately for stock and 
mutual carriers in each class. 

The outstanding feature of these 
investment rates is that both classes 
of carriers, fire and casualty, have 
maintained a higher investment re- 
turn in the two depression years than 
before. While it is quite evident that 
the high prices of boom years serve 
to keep down yields, it is just as evi- 
dent that the low prices of depression 
will produce high returns only as long 
as interest and dividends are paid. 
Real bargains in yields are not to be 
had merely for the buying, and to be 
able to show yields of 4 per cent net 
in the second full year of a severe 
depression is at least a presumption 
of wise investment policy. inal de- 
cision of course must await the 
showing of profit and loss on the 
capital fund. 
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UST why the fire and marine car- 

riers show a consistent and con- 
siderable advantage in investment re- 
turn the arrangement of the com- 
bined statistics does not allow us to 
answer. Bonds and stock are pre- 
sented as totals only, indeed for fire 
and marine companies in 1928 and 
1929 there is a single figure for all 
securities. While the separate exam- 
ination of over 400 individual com- 
pany statements for each of four 
years has been unfeasible, it is still 
not necessary to guess at the reasons 
for this important variation. On the 
authority of a sample made up of the 
largest carriers in each class with ad- 
mitted assets aggregating not less 
than 45 per cent of total admitted as- 
sets in the class, we are able to point 
out (see Appendix 1) rather pre- 
cisely the important differences in 
investment set-up that correspond to 
and produce these differences in in- 
vestment return. lire and marine 
companies in the four-year period 
have invested never less than 42 per 
cent of their assets in stocks, casualty 
companies never over 23 per cent. 
This contrast in investment attitude 
is particularly noticeable in the com- 
parative weight given to industrial 
and miscellaneous stocks, including 
those of other insurance companies. 
The fire and marine companies have 
had as high as 26 per cent of assets 
invested in this division, the casualty 
carriers never more than 8. In bonds 
the fire and marine companies again 
show the less conservative exhibit: 
bonds are never in the four-year 
period over 40 per cent of assets, 
where for casualty companies they 
never fall below 51. lor both classes 
of carriers, the percentage impor- 
tance of stocks increases year by year, 
a real increase since stock holdings 
are rising relative both, to all securi- 
ties and to bonds, and stock-price de- 
clines moreover have been much 
greater than those of bonds. Rather 
than scaring insurance companies out 
of stocks, the first two years of de- 


TABLE 1 


Net interest earned on 


FIRE AND MARINE 








Stock Mutual Total 
1928 2037 2022 2035 
1929 2035 2040 2036 
1930 043 2042 2042 
1931 2042 042 2042 


admitted assets 





CASUALTY! 

Stock Mutual Total 
2036 2038 2036 
2035 2039 2036 
039 2040 039 
2039 039 039 





lexeluding certain life companies not showing separate investment exhibits for 


accident business. 
1-1/2 per cent of all casualty assets. 


Admitted assets (1930) of excluded companies less than 








pression at least have quite evidently 
encouraged them in. 


Just as have all the Connecticut 
companies, the companies comprising 
our 45 per cent samples show in- 
creases in yield in 1930 and 1931 
over the two preceding years. This 
increase is due without question to a 
very apparent shift from bonds, par- 
ticularly rail, and into stocks. While 
stocks as a class suffered much more 
serious declines in value in the two 
years of depression than did bonds, 
insurance companies have naturally 
selected those least susceptible to 
hard times and most likely to main- 
tain their dividend schedules, To 
illustrate: the most noticeable shift 
in the fire and marine exhibit is a 
tripling in 1931 of their holdings in 
bank and trust company stocks, In- 
vestments such as these, at least up 
to the bank panic of 1932-33, have 
naturally been good for the income 
statement, whatever in the long run 
may be their effect on capital profit 
or loss. 


(2) Net Profit or Loss on Invest- 
ments, 

But there is the other side of in- 
vesting that we must know in order 
to have the whole story. It is found 
in the figures showing net profit or 
loss on investments. Assets during 
the year have been sold for more or 
less than their book value, book val- 
ues themselves may have been writ- 
ten down or up. The company may 
in fact be losing on assets at the same 
time it is gaining on income, and a 
high rate for the second is sometimes 
only a sign that it is bound to lose on 
the first. We have related these data 
also to admitted assets: like the in- 
vestment rates they reflect the ability 
of investment management, and the 
two may be compared, related, and 
balanced one against the other. 


YS 


ROM this exhibit there is to be 

drawn one inescapable conclu- 
sion: investment losses are eating 
into capital at a rate dangerous if not 
alarming, and increasingly as the de- 
pression wears on. An extra .6 per 
cent increase in investment return in 
1930 and 1931 cost the fire companies 
losses of 9 and 14 per cent of their 
assets. An extra .3 per cent cost the 
casualty companies a proportionate 
capital loss. Also in good years and 
bad, the showing for fire and marine 
companies is the more extreme. 
There is it appears a rather direct 
connection between yield and losses 
on principal. We turn to our sample 
and find reproduced the same trend 
if not precisely the same ratio of 
capital loss and profit: an increase in 
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TABLE 2 


Capital profit or loss on investmenis 
per cent of admitted assets 


FIRE AND MARINE 








Stook Mutual Total 
1928 4.037 4.011 4.034 
1929 -.020 -=.013 -=.020 
1930 -.097 -.048 -.093 
1931 --148 -.085 -.142 





casuaLTy! 

Stock Mutual Totel 
4.008 4.004 4.007 
-.010 -.013 -.011 
=-.047 -.028 -.045 
=.073 -2055 -.072 





lexeluding certain life companies not showing separate investment exhibits for 


accident business. 
1-1/2 per cent of all casualty assets. 


Admitted assets (1930) of excluded companies less than 





1930-31 over the two preceding years 
of one whole per cent in yield is paid 
for by investment losses of 4 and 6 
times those for the earlier period. It 
is interesting to note that capital 
losses appeared for insurance compa- 
nies as early as 1929 though one 
would have supposed them largely 
exempt from the first repercussions 
of security deflation. A single ray of 
hope makes the showing for all com- 
panies not quite as dark as these fig- 
ures indicate: some of these losses 
may later be recovered in a rising 
security market, and to that extent 
are exaggerations. 


(3) Investment Gain or Loss in 
Surplus. 


Finally, the net result of invest- 
ment experience is found in the item 
which strikes the balance between in- 
vestment income and investment 
profit or loss. It is called in the state- 
ments investment gain or loss in 
surplus, and shows whether on the 
average the investment department 
is adding to or taking from company 
surplus. As before and for the same 
reasons we have related the data to 
admitted assets. 


Sn 


HE investment balance marked- 

ly favors the casualty compa- 
nies: they are quite evidently reaping 
the fruits of their conservatism. In 
fact, throughout the entire period 
their results are less extreme in either 
direction. The contrast at first blush 
may seem hard to understand, but 
there are at least two reasons to ex- 
plain it. One is positive, one negative. 
Much older and larger on the aver- 
age, fire and marine companies can 
afford to take chances with their as- 
sets that would be financial suicide 
for casualty. Their very size and 
solidity make greater investment 
risks, if not desirable, at least possi- 
ble and perhaps defensible. (As we 
shall note presently, the fire and ma- 
rine companies are further justified 
in this investment policy, because 
their underwriting problems are 


comparatively simple also, and their 
experience stable.) There is, at the 
same time, a powerful reason why 
casualty carriers must or should lean 
over backwards in their investment 
policy. They are the virtual trustees 
of hundreds of millions belonging 
neither to themselves nor their policy- 
holders, but to dependent benefici- 
aries; millions which by statute are 
to be disbursed over considerable 
periods of time and must be kept safe 
without question. Casualty compa- 
nies must seek safety first ; and in the 
past at least investment safety has 
been assured best by investment in 
bonds rather than in stocks. In any 
event, and whatever the reasons for 
it, the fact of the contrast and its 
important and interesting conse- 
quences remain. 
UNDERWRITING 
EXPERIENCE 

It is of course not possible to dis- 
cuss the effect of a business depres- 
sion On insurance companies in terms 
of investment experience alone. The 
ultimate decision, as we shall see 
presently, on their depression record 
will have to be made by checking 
against the dollars of their liabilities 
the dollars of net assets available to 
meet them. But before this final test 
may be applied, there is to be con- 
sidered that other great department 
of the business of insurance: under- 
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should or not, underwriting results 
affect investment policies and vice 
versa; and even if each department 
were kept airtight and uncontami- 
nated one by the other, investment 
and underwriting results would at 
the latter end combine, merge and 
interact on each other in the balance 
sheet. It is, we recognize, the usual 
procedure in discussing underwriting 
results to make computations and 
comparisons on the basis of premiums 
earned or written, preferably the 
former when premium _ volume 
trends upwards or (irrespective of 
trend) for casualty carriers with their 
long-distance liabilities. Our interest 
on the present occasion however is 
not so much whether premiums have 
been sufficient; but, sufficient or not, 
whether the underwriting results 
during the depression have helped to 
ease or helped to exaggerate the in- 
vestment difficulties of the companies 
Considering underwriting results in 
this fundamental light of their effect 
on company resources, we have once 
more related our data to the admitted 
assets base. It is conceded that this 
gives a very imperfect view of un- 
derwriting operations as such: for 
example, there is no fixed ratio be- 
tween premium income and assets, 
and since casualty assets are spread 
over a dozen kinds of coverage it af- 
fords no way of allocating under- 
writing gain or loss by lines. We 
can, if these details are required, 
however, always turn aside at any 
time to consult underwriting results 
compared with premiums; and the 
admitted asset base has two very de- 
cided advantages of its own. It per- 
mits the direct and logical comparison 
of underwriting and investment re- 
sults ; it avoids the troublesome prob- 
lem, of having to decide just what 
allowance should be made for earn- 
ings on reserves in calculating true 
underwriting profit or loss. The ex- 
hibit which follows shows the over- 
all effect of beth departments on as- 
sets. A simple subtraction or addi- 

















writing. Practically, whether they tion of the two gives the end-product 
TABLE 3 
FIRE AND MARINE CASUALTY? 
Stock Mutual Total Stook Mutual Total 

(per cent of net investment return on admitted assets) 
1928 4.074 4.033 4.069 4.044 4.042 4.043 
1929 4.015 4.027 4.016 4.025 4.026 +.025 
1930 -.054 =.006 -.051 =-.008 +.012 -.006 
1931 -2106 =2043 -.100 -.034 -.016 -.033 





lixeluding certain life companies not showing separate investment exhibits for 


accident business. 


Admitted assets (1930) of excluded companies less than 
1-1/2 per cent of all casualty assets. 
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of each year’s operations. The in- 
vestment data are those found in our 
preceding table, the data under “Un- 
derwriting” are percentages of under- 
writing gains or losses in surplus to 
admitted assets: 


A A MN 


T becomes at once evident why 
I casualty companies have abundant 
reason to play safe investment-wise ; 
they have their work cut out for 
them just trying to keep even on the 
underwriting side. [ven in the palmy 
days of 1928 the best they could do 
as a class was less than a 1% per 
cent underwriting gain on assets, and 
every year since the percentage of 
loss has determinedly increased. A 
remarkable feature of the exhibit of 
the fire and marine companies is that 
both 1930 and 1931 produced @ sub- 
stantial underwriting gain in surplus. 
It is entirely a coincidence but an in- 
teresting one that the net result on 
surplus of 1931 fire and marine opera- 
tions is a loss of 7 per cent: 10 per 
cent loss on investment offset by a 
3 per cent gain in underwriting. Add- 
ing the 3.7 per cent underwriting loss 
of the casualty carriers to their 3.3 
per cent loss in investment gives pre- 
cisely the same net result in terms of 
assets. 

Despite the coincidence in 1931 
net results, on both the underwriting 
and investment side the outlook is 
much more hopeful for the fire 
and marine carriers. Depression has 
exaggerated the difficulties of the 
casualty companies (and particularly 
of the stock carriers which write 
most of the business), rather than it 
has been the real cause of them. We 
have seen that already in 1929 they 
lost_1 per cent of their assets through 
underwriting, a full year before the 
depression was upon us. In terms 
of earned premiums the underwrit- 
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ing showing is even more dismal. For 
the nine year period 1923-1931, 
Best’s reports (those for Connecti- 
cut are not segregated by lines) 
show a combined ratio of losses in- 
curred to premiums earned for all 
casualty carriers of 60.6; this is con- 
siderably under the average allow- 
ance for the pure premium or loss 
cost content of the premiums collect- 
ed. And the recent trend is sharply 
and disturbingly upward: 1928, 58.5; 
1929, 56.1; 1930, 63.3; 1931, 65.2. 
Workmen’s compensation, largest and 
most perplexing of all casualty lines, 
developed a loss ratio running from 
72.7 in 1928 to 80.1 in 1931. For 
this line a loss ratio of 60 or 61 per 
cent has been expected. The auto- 
mobile liability loss ratio has climbed 
in the same period from 64.2 to 69.9 
per cent. To a degree of course the 
depression may be blamed for these 
deficiencies. For example, the fall- 
ing wage levels of a depression work 
against the compensation carrier just 
as the rising levels of inflation give 
him automatic increases in premium. 
But the basic trouble lies deeper, In 
depression or prosperity administra- 
tive boards are increasingly more 
lenient with claims for workmen’s 
compensation, and courts and juries 
with automobile and other damage 
suits. The persistent program we 
have followed since the war of em- 
phasizing “safety first” and the sa- 
credness and value of human life is 
beginning to exert its progressive and 
inevitable effect on insurance costs. 
As long as public opinion, competi- 
tion between companies for business, 
and state regulation continue to con- 
spire, as they have in the past, to 
keep costs up and rates down, work- 
men’s compensation and automobile 
liability remain the great unsolved 
casualty problems. As,a nation we 


TABLE 4 





have our work cut out for us in the 
future if we hope merely to keep 
automobile and industrial accidents 
down to the high plateau of the pres- 
ent. And as we go along, it seems 
inevitable that the casualty companies 
are fated to serve as the first buffer 
of society against their higher and 
higher costs in dollars and human 
misery. ©n this vital social function 
the end of the depression will have 
little effect. 
DOa> 

HE situation of the fire and ma- 

rine companies is quite other- 
wise. Their underwriting problems 
by comparison are simple: they pay 
nearly all of their obligations in the 
same year they contract them; fire 
loss trends are more deliberate and 
therefore easier to anticipate and 
prepare for. When an insurance in- 
stitution can show a profit in under- 
writing in 1931 of over seventy mil- 
lions, its problems are not concerned 
with underwriting. Between 1928 
and 1931 Connecticut combined fig- 
ures show, it is true, that the fire and 
marine loss ratio increased 1% per 
cent; but in the same period the ex- 
pense ratio declined more than 
enough to take up the increase. As 
for the investment side, we shall see 
presently that even after the severe 
drains of 1930 and 1931 the fire and 
marine carriers still have their lia- 
bilities well covered; and compared 
with the uncertainties of underwrit- 
ing it is an easy matter for an insur- 
ance company with its constant ma- 
turities and income to modify in- 
vestment policy over even a short 
period of time. 
EFFECT OF THE DEPRESSION 

ON COMPANY SAFETY 

The final question, and the impor- 
tant one remains: What of company 
(Continued on Page 30) 


Comparison of Investment and Underwriting Results 











FIRE AND MARINE CASUALTY 
Underwriting Investment Underwriting Investment 
Stook Mutual Total Total Stock Mutual Total Total 
1928 4.023 4.117 $0032 $.069 $004 4-140 $014 4.043 
1929 #.019 4.216 4.033 4.016 =.021 4.109 -.010 4.025 
1930 4.006 4.207 4.021 -.051 =.036 4.136 =.023 -.0068 
1931 4.015 4.195 $2030 -.100 -.053 4.138 =.037 =2033 





1 exoluding certain life companies not showing separate investment exhibits for 


accident business. 


1-1/2 per cent of all casualty assets. 


Admitted assets (1930) of excluded companies less than 
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A Large Proportion of Life Insurance Assets Are Invested in Farm Mortgages 


Life Insurance Investment Results 


Stability of Life Insurance Is Founded On A Conservative Investment 
Policy Which Has Stood The Test of Depression. 


AY I first commend the many 

colleges and universities in this 
country on the splendid progress they 
have made in insurance instruction. 
It is a very important department 
of education and I trust the splendid 
work may go on for many years to 
come. I especially congratulate the 
University of Pennsylvania and the 
Wharton School of Finance and 
Commerce in having established un- 


ner and Dr. David McCahan such a 
renowned course of insurance study 
and for their notable achievements 
here in this City of Brotherly Love. 

I accord it a great distinction to 
have the opportunity of addressing 
the Alumni of your now justly fam- 
ous school. The subject assigned to 
ine—"Tnvestment Experience of Life 
Insurance Companies during the De- 
pression” is to be a most interesting 
study and in preparing the material 
for this address it was brought to 
my mind, especially in these times 
of stress and anxiety, the force of 
the statement made by one of the fi- 
nancial commentators a short time 
ago that life insurance is “the shadow 
of a great rock in a weary land.” 

I desire to thank at this time those 
who have so splendidly aided me in 
the preparation of this address. A 
number of prominent insurance ex- 
ecutives have given me much material 
and furnished me with tables and 
charts not easily obtainable. 


By HON. HOWARD P. DUNHAM 


Insurance Commissioner, State of Connecticut. 
Address before 4th Annual Meeting of Alumni of 


Wharton School of Finance and Commerce, Uni- 
versity of Pennsylvania, 


HE benefits which this great in- 

stitution of life insurance have 
visited upon its policyholders through- 
out the United States during the last 
three years far out-measure any 
other single source of relief. In the 
three years 1930, 1931 and 1932, 48 
life insurance companies, representing 
approximately 86% of the total as- 
sets in the business, paid out to living 
policyholders over four and a quarter 
billion dollars in cash payments ; and 
on death claims to estates and bene- 
ficiaries $1,925,000,000. These sums 
aggregating $6,175,000,000 or an 
average of over two billion dollars 
per year, offer an interesting com- 
parison with the total loans of the 
great Reconstruction Finance Cor- 
poration, which, since its inception 
in February of last year, I under- 
stand, has distributed a gross amount 
of $1,788,000,000. Even more re- 
markable is the fact that the life in- 
surance companies as a whole were 
able to make these payments from 
current income. Only in a few iso- 
lated instances was it necessary for 
the companies to liquidate securities 
in order to obtain the cash with which 
to make these tremendous contri- 
butions to public welfare. During 
these same three years the cash pre- 
mium income of these companies to- 


talled approximately seven and a half 
billion; while interest, dividends and 
rents received from securities and 
properties owned added an additional 
$2,195,000,000 to this sum. The cash 
receipts of the life insurance com- 
panies, therefore, were over $3,600, 
000,000 in excess of the cash disburse- 
ments to policyholders and_ their 
beneficiaries. I shall present later 
more details in this connection. 


There is no doubt whatsoever that 
the employment by the public of pol- 
icy loans and cash surrender values 
as *secondary reserves has lessened, 
to a measurable degree, the financial 
difficulties and embarrassments aris- 
ing during this depression. It has 
been proved beyond question that the 
provisions in“ life insurance policies 
stipulating the right of the policy- 
holder to borrow on his policy or to 
demand the cash surrender value 
constitute highly desirable features 
and render a valuable protection 
against the rainy day, the type of 
protection which many eminent econ- 
omists have advocated for so long a 
period. Naturally, however, the ex- 
ercise of this privilege on such a 
large scale during this depression has 
brought vividly to the companies’ at- 
tention the fact that they are very 
considerably engaged in a banking 
business and that a portion of their 
funds must be invested in assets of a 
liquid nature if this valuable feature 
of life insurance policies is to be con- 
tinued and if the companies are to 
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place themselves in a position to meet 
such emergencies as we have wit- 
nessed in the recent past. 

The excellent condition in which 
practically all of the life insurance 
companies find themselves today, de- 
spite the widespread economic up- 
heaval, is warrant for the statement 
that no greater care is exercised in 
the investment of trust funds any- 
where than the care with which the 
resources of life insurance companies 
are invested for the benefit of their 
policyholders. Mr. William A. Law, 
President of the Penn Mutual Life 
Insurance Company, a short time 
ago stated that there are seven tra- 
ditions which have governed the in- 
vestments of life insurance compa- 
nies: 


“THE first of these traditions is 

evident in the fact that life com- 
panies invest their funds only in first 
mortgages or their equivalent, so far 
as security is concerned. The second 
exists in the invariable stipulation in 
recent contracts that mortgagors shall 
amortize the principal of their bor- 
rowings according to a definite pro- 
gram in order that companies may 
constantly correct changes or over- 
estimates in market values. The 
third and fourth arise in the diversity 
of their investments, not only with 
respect to the character of the secur- 
iy, but also with respect to the num- 
ber and location, and the constant 
analysis and criticism of holdings 
necessitated by the ebb and flow of 
business conditions. As a fifth con- 
sideration determining investment 
practices of life insurance companies 
there is the selection of securities to 
return a moderate yield, in the be- 
lief ‘that abnormally high yields in 
general do no indicate that the in- 
vestment meets the rigid standards of 
quality. Errors of judgment are cor- 
rected by charge-offs at frequent in- 
tervals and finally, as the seventh tra- 
dition, life insurance companies are 
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continually attacking new and diffi- 
cult problems with vigorous confi- 
dence. 

After one analyzes the investments 
of life insurance companies during 
the past 25 to 30 years, one cannot 
help but realize that these traditions 
have been adhered to rigorously and 








Hon. Howard P. Dunham 


conscientiously and, without doubt, 
have been primarily responsible for 
the solidity and strength of the insti- 
tution of life insurance. 
HERE are, in my opinion, two 
indices—two statistical pictures 
—which reveal the effects of the pres- 
ent business depression upon the in- 
vestment experience of life insur- 
ance companies. The first of these 
pictures presents changes in the dis- 
tribution of life company assets — 
changes which in part result from the 
influences of the depression. The 
second picture depicts what has hap- 
pened to each major classification of 
life insurance companies’ assets in 
terms of the income from funds in- 
vested therein. 
I have had prepared a chart show- 
ing a comparison of the percentage 


PERCENTAGE DISTRIBUTION OF LIFE INSURANCE COMPANY ASSETS 





Companies Licensed to Transact Business in Connecticut 





Source: 


Dec. 31, 1929 


Connecticut Insurance Reports 


Dec. 31, 1930 Dec. 31, 1931 Dec. 31, 1932* 





Mortgage Loans 41.08% 
Bonds & Stocks 39.13% 
Prem. Notes & Pol. Loans 13.26% 
Real Estate 1.00% 
Cash 0.61% 
Other Assets 5,9 
100.00% 


39.64% 37.48% 34.83% 
39.11% 38.93% 38.11% 
14.41% 16.14% 18.26% 
2.12% 2.54% 3.61% 
0.64% 0.77% 1.53% 
4.08 4.14 3.6 
100,00% 100.00% 100,00% 


*Based on companies’ sworn statements not yet audited by Connecticut Insurance Department 





of life insurance companies’ assets 
invested in each major classification 
of funds at December 31, 1929 and 
at December 31, 1932. These figures 
are based upon the reports of all 
life insurance companies writing 
business in the state of Connecticut 
and I shall supplement them later, in 
part, by figures compiled by the As- 
sociation of Life Insurance Presi- 
dents. The distribution of assets is 
expressed in percentages and since 
the assets of the life insurance com- 
panies reporting to Connecticut have 
increased almost $2,800,000,000 from 
the end of 1929 to the end of 1932, 
the percentage decrease in any one 
group does not necessarily represent 
a decrease in the total actual funds 
invested in that group, but simply a 
decrease in proportion to the total 
invested funds. From the chart, it 
is apparent that no major changes 
have taken place in the two groups 
which comprise the largest part of 
life insurance company assets, name- 
ly mortgage loans and bonds and 
stocks. The greatest change, relative- 
ly, has taken place in the smaller 
classifications, such as premium notes 
and policy loans, real estate owned 
and cash on deposit in banks and 
trust companies. 


Mortgage loans at the end of 1932, 
however, represented almost 35% 
of total assets, compared with 41% 
at the end of 1929, the decrease in 
part having taken place because of 
foreclosures and in part because 
amortization payments have exceed- 
ed new funds invested in this field. 
Mortgage loans are sub-divided into 
two main classifications, namely: 
farm mortgages and other mortgages 
representing largely mortgages on 
city property, homes, stores, office 
buildings, etc. Since 1924, accord- 
ing to statistics published by the Life 
Presidents’ Association, in the Pro- 
ceedings of the Twenty-Sixth Annual 
Convention P. 108, there has been a 
tendency for farm loans to consti- 
tute a successively smaller percent- 
age of life insurance companies’ total 
assets. This tendency was continued 
throughout 1932. City mortgages, 
on the other hand, increased steadily 
in importance until the end of 1929, 
since which time they have declined 
slightly as a percentage of total as- 
sets. At the end of 1932, funds in- 
vested in city mortgages were roughly 
three times as great as the funds in- 
vested in farm mortgages. 

Accompanying the decrease in total 
mortgage loans held by the compa- 
nies, there was an increase in real 
estate, mainly caused by foreclosing 
of delinquent mortgage loans. Real 


(Continued on Page 27) 
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Insurance Commissioners Consider 
Restrictions On Life Insurance 


HIRTY-TWO states and the 

l Province of Ontario were repre- 

sented at the special meeting of 
the National Convention of Insur- 
ance Commissioners which was held 
in Chicago on April 7th and 8th. The 
primary purpose of the meeting was 
to adopt a uniform program for han- 
dling the troubled life insurance situ- 
ation and to remove the confusion 
which had been caused by the differ- 
ing regulations issued by the various 
states. 

As a result of the conferences and 
deliberations, which took place, the 
Convention recommended a model 
set of limitations on policy loans and 
surrender values for adoption by the 
various insurance commissioners in 
their own states which, while more 
liberal than the rulings of several of 
the commissioners, still limits very 
strictly the withdrawals which may be 
made from the insurance companies. 
The resolution and recommendations, 
which are purely advisory, more 
nearly correspond to the restrictions 
in force in New York and Illinois 
than elsewhere. Following the re- 
turn of the commissigners’ to their 
own states a number of them have is- 
sued supplementary orders to bring 
their previous ruling in accord with 
the action taken by the Convention. 

DOD 

HE meeting was called to or- 

der by Superintendent Garfield 
Brown of Minnesota, who is the presi- 
dent of the National Convention of 
Insurance Commissioners. Following 
the roll call he sketched a telling pic- 
ture of the need for the meeting and 
threw the session open for discussion 
from the floor. The speakers who 
responded included a number of very 
prominent life insurance men and 
several of the commissioners them- 
selves. A wide diversion between the 
opinions held by those speaking soon 
revealed itself and a committee con- 
sisting of George S. Van Schaick of 
New York, Chairman; Ernest Pal- 
mer of Illinois; Theodore Thule- 
meyer of Wyoming; Merton L. 
Brown of Massachusetts and Joseph 
B. Thompson of Missouri was ap- 
pointed to consider the matter. Their 
report, continuing restrictions on 
withdrawals and offering the sample 
set of limitations on policy loans, 
was adopted by the Convention the 
following day. 

President Brown was directed to 
appoint a committee of five members 
to study further current facts and 
report its findings and recommenda- 


tions to the general annual conven- 


tion to be held at Chicago on June Ist. 
SS 
HE resolution adopted by the 
Convention follows in full: 

This Convention affirms its confidence 
in Life Insurance as an institution. It be- 
lieves that the crisigg-which necessitated 
a partial moratorium is passing. 

The primary purpose of life insurance 
is the payment of death claims, matured 
endowments, annuities and disability bene- 
fits. 

Subordinate to this are the contract pro- 
visions relating to the withdrawal of the 
policy holder’s cash equity. 

This Convention recognizes that an un- 
restricted and unjust banking burden 
should not be allowed to imperil the ob- 
jective which sacrifice and unselfishness 
have bought. At the same time full recog- 
nition is given to the sanctity of contracts. 
Any governmental action affecting the en- 
forcement of a contract must be impera- 
tive from the standpoint of the public wel- 
fare. 

This Convention records itself as favor- 
ing for the present the continuance of re- 
strictions and conditions on life insurance 
companies for the prevention of hoarding, 
speculation or the use of life insurance 
equities for unnecessary investment or 
banking needs. 

This Convention recognizes that there 
is a desirability for uniformity of action 
by the supervisory officials of the respective 
states. To take care however of variant 
laws, rules and regulations, this Conven- 
tion recommends that each state adopt 
the rule of comity and make provision for 
the recognition in other states of the re- 
auirements of such states as to residents 
therein, but not so as to affect the pay- 
ment of death claims, matured endow- 
ments, disability payments, annuities and 
installments on supplementary contracts. 

This Convention further directs its 
President to appoint a committee of five 
members to make further investigations 
as to the facts concerning policy loans 
and surrender values and to report the 
same together with recommendations for 
further action at the June convention 


meeting. ae 
Identical conditions do not prevail 
throughout all the 48 states. Laws are 


divergent. as well as economic conditions. 
The validity of emergency powers granted 
commissioners of insurance undoubtedly 
depend upon their necessity under the po- 
lice nower as determined by the conditions 
in the precise jurisdiction where exercised 
and not elsewhere. 

However this Convention recommends as 
a cuide to the various states the follow- 
iny samnle set of limitations on policy 
loans and surrender values: 

1. LOANS AND CASH SURRENDER 

VALUES. 

Until further order vou shall suspend 
the payment of all cash surrender values 
and the making of policy loans under all 
policies, except, 

(a) That vou may make a loan or 
allow a cash surrender value on anv pol- 
icy solely for the purpose of havine such 
loan or cash surrender value applied to 
the navment of anv premium or obli- 
vation of the policvholder to your com- 
panv. 

(b) In addition to the above, in cases 
of necessity you mav also make a loan 
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to any one person on a policy issued to 
him not exceeding $100.00. 


2. ADDITIONAL PAYMENTS PER- 
MITTED FOR SPECIFIED PUR- 
POSES. 

In addition to the above, loans may be 
made and cash surrender values or funds 
or dividends on deposit paid on proper 
showing and satisfactory evidence that no 
other funds are obtainable for the follow- 
ing special uses: 

1. For the purpose of meeting all 
taxes, and interest or principal payments 
on mortgages on homesteads, including 
residences and farms, belonging to the 
policyholder. 

2. For the purpose of payment of hos- 
pital, medical and funeral expenses for 
the immediate members of the assured’s 
family who are dependent upon him for 
support. 

In all such such cases as much of the 
loan value or cash surrender value or 
funds or dividends on deposit may be paid 
up to the full amount thereof, as may be 
absolutely necessary to meet the needs of 
the policyholder. 

3. APPLICATIONS PENDING. 

Where an application for a loan or sur- 
render value was pending on the date of 
this order companies will be permitted to 
make such payments, provided the appli- 
cation was made in good faith to cover 
engagements made by the _ policyholder 
prior to the date of our order, and pro- 
vided a complete and satisfactory showing 
is made under oath that the failure to 
complete the application would subject the 
policyholder to material loss or hardship. 
No payment should be made, however, 
without personal investigation of the cir- 
cumstances by a representative of the 
company. 

4. INDUSTRIAL INSURANCE. 

In any case of great need on the part 
of a holder of an industrial life policy, 
ascertained through personal investigation 
of the circumstances by a representative 
of the company, you may pay or allow 
for the relief of such industrial policy- 
holder a cash surrender value to any one 
person for any of your industrial policies 
on the life of such policyholder or on the 
life or lives of any member or members 
of such industrial policyholder’s immedi- 
ate family, not exceeding $100.00. 

5. SUMS ON DEPOSIT. 

A. “Present Deposits. 

No such company shail pay any sum 
deposited with it or allowed to accumu- 
late in its possession under any policy 
except that such company may 

a. Pay the interest on any such sum 
at the due date thereof ; 

b. Pay any principal sum which shall 
become due without the exercise of the 
option of withdrawal; 

c. Pay any installments of such sums 
according to contract now or hereafter 
in force: 

d. Permit the application thereof to 
the pavment of any premium or any 
obligation to the company of the per- 
son to whose credit said sums are held; 

e. Where the depositor has a with- 
drawal option under the terms of the 
deposit agreement, allow the withdrawal 
in any calendar month of not to exceed 
5 per cent of the amount to his or her 
credit not to exceed Two Hundred Dol- 
lars ($200.00) per month. 

B. Future Deposits. 

The company may pay, without restric- 
tions, anv sums deposited with it since the 
date of this order, in cash or deposited as 
the proceeds of a death claim or matured 


(Continued on Page 31) 
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The Agent’s Dilemma 


f. MUTUAL insurance men are inclined to regard 
ordinary stock insurance agents in the abstract 
as belonging to a strange species of human ego. 

The psychological problem they present, particularly 
when competing with mutuals, at first glance seems 
insolvable. But upon analysis the situation becomes 
clearer. They are, we believe, entitled to some degree 
of sympathy. The worst element among them makes 
the most noise and thus we hear much about boycotts 
and kindred drastic propaganda measures; which, after 
all, spring from the basic instinct which drives des- 
perate men to use any means to survive, even if only 
for a little longer. 





Many agents are gentlemen of intelligence who, as 
capable insurance men, have done their best to be of 
genuine service to the public in general and their cus- 
tomers in particular. Now, when their minds have 
set in the mold of stock insurance they are faced with 
the challenge of the mutual companies. Having always 
considered the methods and practices of the stock com- 
panies as permanently established as the solar system 
they have looked upon any statements to the contrary 
as high treason. In their creed it is heresy to even 
suggest that they do not supply the best, indeed, the 
only real insurance protection. To admit the theoretical 
and practical superiority of the mutual plan is to make 
a break with the past comparable only to that which 
takes place when a man of deep conviction discards one 
religion for another. An agent cannot be convinced 
that mutual insurance is better and still compete against 
it, thus misleading the policyholders who depend upon 
him for guidance with deliberate misrepresentations. 
Therefore it becomes necessary for him at any cost, by 
any logic or any arguments, to convince himself that 
the mutual plan is faulty and inferior to that of the stock 
companies. 

Consider the position of such an individual as he is 
gradually driven back from position after position, as 
he feels the walls of his last strongholds crumbling under 
the pounding of facts brought up by the mutuals, as 
other arguments are crushed to bits by the march of 
events, and as the counter attacks of the stock companies 
are swept away before his eyes under a steady fire of 


mutual logic. Is it any wonder that in desperation he 
turns to boycott (masquerading as reciprocity) and stops 
his contributions to a charitable organization because it 
uses business judgment in placing its insurance with 
mutual companies. Let us look briefly at what has 
happened to the arguments most emphasized in the 
attempt to stem the progress of the mutuals. 
Dona 

favorite argument, and indeed almost the last with 
A any pretense of logic left, is that the stock com- 
panies write a greater premium volume, therefore there 
must be something wrong with the mutuals. Let us 
point out that in 1931 (the last year for which complete 
figures are available) the mutual companies wrote 54.8% 
of the total premiums collected by insurance companies 
of all kinds. It is true that in fire and casualty insur- 
ance the stock companies still retain a substantial margin 
in size of business over their mutual competitors, but 
it is a steadily declining one. In 1932 the stock fire 
companies, according to the Argus Chart, had a decline 
in premium volume of 15.3% while the premiums of 
the mutuals in the Federation were only 6.2% below 
those of 1931. In casualty insurance the stock premiums 
dropped 17.6% in 1932, compared with a reduction of 
9.6% in the premiums of the mutuals. It takes no 
prophet to interpret such plain handwriting on ‘the 
insurance wall. 

For years the stock companies proclaimed that mutual 
companies could not legally insure the property of school 
boards and other public corporations. The unproven 
corollary, that a private citizen should not accept a policy 
issued by an organization which could not insure public 
property, was pointed out thousands of times. The 
total lack of legal foundation for this argument has been 
clearly shown again and again in the pages of this 
Journal. That the mutual view of the legal principles 
governing this matter is the correct one has been proved 
wherever the issue has been tried in the courts and 
by the further fact that the Attorneys General of eleven 
states (Alabama, Colorado, Michigan, Mississippi, Mis- 
souri, Montana, Oklahoma, South Dakota, Tennessee, 
Texas, and Virginia) have within the last three years 
ruled that mutual insurance on public property is proper 
and legal. Eight of the opinions to this effect have 
been handed down within the past fifteen months. The 
agent who uses this argument against the mutuals, in 
view of these facts, either believes he knows more law 
than the courts and the Attorneys General in these 
states, or he is intellectually dishonest. 


oS 


NOTHER favorite argument was that mutual in- 

surance was unsound and insecure, particularly as 
compared to stock insurance. Long lists of mutual and 
reciprocal retirements were prepared and circulated, so 
that prospects could be properly impressed with the 
dangers of mutual failure. Several of these lists have 
been carefully checked and without exception they were 
found to be carelessly or dishonestly compiled and full 
of errors. For example, the best known is that issued 
by the W. L. Dechert Company of Virginia. Of the 
1776 supposed retirements it was found that only 845 
represented the actual withdrawal from business of 
mutual companies whose history can be traced in other 
records. The list contains the names of 34 retired stock 
companies and 7 active companies are included as retire- 
ments. In order to get at the truth on retirements 
exhaustive research has been going on for the past two 
years. Data collected to date, involving 3,745 insurance 
organizations which have ceased business, show that 

(Continued on Page 18) 
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Lifelights Against a Business Background. 
The Foot On the Accelerator 


6é see you are conforming to the 

mode of the hour,” said I to 

my neighbor, Courtney Jones, 
who was attaching the connection of a 
free air pump to the nipple of his left 
rear tire. I had strolled to the cor- 
ner of our street, where a garish 
service station proclaimed the latest 
quotation on gasoline plus tax. It was 
a fair spring morning—a Sunday 
morning obviously, otherwise Jones 
and I long since had been citybound 
after sprinting for the 8:17. 


Jones looked up as the swish of 
rushing air announced the success of 
his efforts. 


“What hour and what mode?” he 
asked. 

“Hour—the present; mode 
tion,” I replied, grinning. 


infla- 





“Oh! I thought you were compli- 
menting my car,” he laughed, “and I 
was just going to tell you it is only 
six years old. But what do you think 
about this inflation business, anyway ? 
It’s got me sort, of puzzled.” 

“In that respect you are by no 
means unique,” I answered. ‘There 
is a lot about it I don’t understand, 
and most of my business acquaint- 
ances seem to be equally hazy.” 

“Well, I can’t reassure myself that 
we're not just kidding ourselves,” 
said Jones. He had unscrewed the 
connection with the air pump, and 
seated himself on the running hoard. 
“We reduce the value of our dol- 
lars, and then multiply the number 
of them. . But what good does that 
do us? We have to get more dollars 
in order to buy as much as fewer dol- 
lars would have bought before. Sup- 
posing we are able to get them, when 
we count them we may think we are 
richer, but are we? Isn’t it like the 
kid who would sooner have four 
quarters than one silver dollar, be- 
cause four looks like more than one ?” 


$67 F that were all there were to it,” 

I said, “you would be right in 
your point of view. [ut here’s the 
way it has been explained to me. This 
country—and for that matter the 
world—is squirming under a moun- 
tain of debt. As a matter of fact it 
had reached the point where it could 
barely squirm—the breath was being 
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squeezed out. Now a vast proportion 
of that debt was contracted at a time 
when money had considerably less 
purchasing power than it has had in 
these depression years, and paying 
it off at the high value of current 
money meant that we had to give our 
creditors far more than they actually 
expected to get when they extended 
credit to us. 


“As a matter of equalizing present 
conditions with those that existed 


‘ when the debts were contracted—say 


in 1929 or thereabouts—it would be 
fair enough to reduce all such debts 
by cancellation of a large proportion 
of each of them. That drastic 
method, however, is impossible. 
Hence, so they tell me, we are fol- 
lowing the simpler plan of depreci- 
ating the value of the dollar. 


“Now if I owe a man $1,000 for 
goods or services obtained in 1929, 
when I pay him in inflated currency 
I will be paying him approximately 
what $1,000 was worth when we 
made the deal; but if I had paid him 
in pre-inflation currency I would 
have been giving him say $1,500 
worth of 1929 money to discharge 
$1,000 obligation. I am not guar- 
anteeing the accuracy of the ratios in 
those figures, but they illustrate the 
idea. 

“So one of the big ideas—perhaps 
the biggest idea — in this inflation 
scheme is to help us crawl out from 
under that mountain of debt before 
we are completely crushed by it.” 


“Well,” said he, “that sounds 
plausible, if a fellow is a debtor. But 
how does it work for the creditor? 
He won't like it.” 


‘6 E had better like it, and will if 
he is wise. It is a darn sight 
better for him to get paid in the 1929 
value of money than not to get paid 
at all—which is the alternative that 
faced him in a multitude of in- 
stances.” 
“T guess you're right about that, 
too,” he said. 


“Then there’s another feature of it 
that is sufficiently simple for me to 
understand. When prices are falling 
folks tend to horde money; when 
prices are rising they hurry to spend 


it. It is easy to see why. In the 
former case the tag of $1 may be 89 
cents tomorrow and 79 next week. 
So people wait to see bottom, and 
when bottom is reached they are too 
scared to spend anyway. Money 
seems so valuable as compared with 
goods that they hang on to it. But 
when the $1 tag threatens to go to 
$1.25 tomorrow you spend your $1 
today. Goods now seem so valuable 
as compared with money that you are 
eager to exchange your dollars for 
them. And so the speed of currency 
and credit is accelerated, and the 
speed of business is accelerated, and 
if your inflated tires hold out all goes 
well.” 

“T get you,” he said, rising from 
his seat. Mention of tires had re- 
minded him of what he was there 
for. He walked around his car pum- 
meling the balloon on each wheel. 


sc OU know,” he said, “that’s what 

worries me when [’m driving 
with Junior at the wheel. He never 
sees a straight stretch of state high- 
way, that he doesn’t step on the ac- 
celerator and hit it up to 60 or more. 
Excessive speed is a severe test of 
tires. That’s when they’re likely to 
blow.” 

“A true word,” I answered, ‘and 
that’s why up in Washington they 
insist that this adventure of ours 
must be at all times under control. 
Inflated currency tires have blown up 
too often in the experience of other 
countries not to be on guard against 
running wild. This is an experiment 
in controlled inflation, and all we can 
do is to trust that the man who has 
his foot on the accelerator will have 
the good judgment to take it off be- 
fore the speed becomes dangerous. As 
inflation actually begins and business 
starts to pick up there are going to 
be a lot of speed maniacs who will 
want to go faster. It will seem plaus- 
ible, perhaps, that if limited inflation 
helps business back on its feet a 
bigger dose of the same would restore 
all its old-time vigor. Any driver 
knows, however, that going twice as 
fast down a road does not mean that 
you will always arrive at your destina- 
tion in half the time. You may end 
in the ditch instead. Confidence in 
our driver is all that makes the pres- 
ent program justifiable and reason- 
ably safe.” 
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Agent's Dilemma 
(Continued on Page 16) 


62.7% of the mutual companies or- 
ganized are still in business, while 
only 26% of the stock companies con- 
tinue to survive. These figures in- 
clude all the farm mutuals of whose 
existence there is any record. 


WANS 


HE comparative record of the 

two major classes of carriers 
under the acid test of the last three 
years was discussed editorially in our 
January issue. The events since 
then must have been most dishearten- 
ing to the stock agent who continued 
to believe that the paid in capital of 
the stock company stood between the 
policyholder and any possible loss. 
We would also refer all readers to the 
exhaustive analysis of comparative 
management results which Professor 
Kulp makes in this issue. 


NE of the alleged weaknesses in 

the mutual plan, against which 
the stock companies directed their 
hottest fire, was the assessment lia- 
bility assumed by the policyholder in 
many mutual companies. The adop- 
tion of the non-assessable policy. 
under state laws which specifically 
provided for it, led to some stock 
companies taking a position which 
contains an open contradiction. They 
say, in substance, that granting all of 
the other advantages of mutual in- 
surance, a policyholder should still 
reject it because he will subject him- 
self to the liability for an additional 
assessment. It is contended that if 
such an assessment is levied it will 
raise the cost of the insurance above 
that for the same coverage in stock 
companies and if the assessment lia- 
bility is unlimited or the time is in- 
opportune, it may seriously embar- 
rass the policyholder. When a mu- 
tual company, having the necessary 
surplus, issues a non-assessable pol- 
icy, however, the stock companies 
shout in their company publications 
that the entire security of mutual in- 
surance is built on the right to assess, 
a right that many mutual companies 
have never exercised in a hundred 
years of operation. They say, speak- 
ing of the non-assessable policy, “This 
plan removes the security behind the 
mutual policy, the right to assess the 
policyholders for additional premiums 
if the current premiums are not suf- 
ficient to pay losses and expenses.” 


Under most insurance codes a mu- 
tual company in order to issue a non- 
assessable policy must have a surplus 
as large as the minimum requirement 
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for the paid in capital of a stock 
company operating in the state. It 
has accumulated that surplus out of 
the profits of its operations, after pay- 
ing substantial dividends to its pol- 
icyholders. Its management has there- 
fore proved that it is able to operate 
profitably under the current rates. 
If experience is adverse a mutual 
company can always reduce its divi- 
dends, which usually represent a 
margin of over320% of the premi- 
ums. (Since organization the mutual 
companies which are members of the 
Federation of Mutual Fire Insurance 
Companies have paid dividends of 
26%, those which are members of the 
National Association of Mutual Cas- 
ualty Companies have paid dividends 
of 20.4%). If a catastrophe strikes 
the company the surplus, conserva- 
tively invested, stands between the 
policyholder and loss. If a tried and 
tested mutual company cannot safely 
issue a non-assessable policy with 
such a surplus, what of the new stock 
company that writes such insurance 
with the same amount of capital but 
without the background of profitable 
experience. 


In considering assessment liability 
our stock friends do not seem to 
realize that it is a safeguard to pro- 
tect the policyholder from unexpected 
catastrophe which is only necessary 
until a surplus has been accumulated. 
A small, newly organized mutual 
needs the assessment liability provi- 
sion, since if premiums prove inade- 
quate for losses and expenses the 
company has no other resources, but 
once a surplus has been accumulated 
it ceases to be necessary. If a mutual 
company wishes to issue non-assess- 
able policies when it meets the re- 
quirements of the state law, in order 
to remove the last question as to the 
advisability of mutua] insurance in 
the minds of prospective policyhold- 
ers, it in no way weakens itself. 


A“ « a“ 


ITHOUT a single sound argu- 

ment against mutual insur- 
ance, and disgusted with the boycott 
tactics used by those who feel they 
have a vested interest in part of the 
premiums paid, the agent who is hon- 
est with himself faces a difficult de- 
cision. Might we suggest that insur- 
ance counselors should strive to place 
coverage for their clients on a strict 
basis of merit, and that more and 
more the stock agent of integrity and 
conscience is disentangling himself 
from anti-mutual propaganda and is 
recognizing the stock company su- 
periority complex as the myth that 
it 1s. 





Criticize Stock THE National Un- 
Advertising derwriter of April 
Campaign 6th reports that the 

National Board of 
Fire Underwriters has been sharply 
criticized for the first ad of the series 
which it is running in national publi- 
cations. The article from the Na- 
tional Underwriter follows: 


“The National Board has encountered 
an angle in its advertising campaign which 
evidently was not foreseen when that cam- 
paign was started. Its advertising has 
been centered about the idea that citizens 
should protest against any increase in 
taxes. Favorable comment has been re- 
ceived from readers of the magazines in 
which the advertisement has appeared. 


“Now, however, municipal officials of 
the country are pointing out that the 
National Board sends its engineers about 
recommending increases in expenditures 
for fire department operations and fire 
protection work, that the various rating 
bureaus require the expenditure of these 
sums before rate credit can be granted 
to the municipalities, while at the same 
time the fire companies through the Na- 
tional Board are doing everything they 
can to thwart the city officials in obtain- 
ing the improvements recommended by 
the engineers. 


“Because of this relationship between 
the fire companies and municipalities, 
municipal officials and particularly city 
managers are very much exercised about 
the entire fire insurance rating set-up.” 


a> 


A Prophet Not ONE of the few 
Without Honor stock publications 

that is unbiased and 
clear sighted enough to read the hand- 
writing on the insurance wall is the 
Insurance Advocate of New York. 
An editorial in a recent issue reads 
as follows: 


WANTED: A PROPHET 


It is now manifest to most everybody 
that this nation is actually started on a 
political, social and economic revolution 
of an orderly character. Our new Presi- 
dent has taken various bulls by the horns 
in such manner as to seriously shake the 
foundations of many previous assumptions 
and theories of democratic government; 
and the Congress has assented to the shak- 
ing of the bulls in a quite unprecedented 
manner. It is all tremendously astonishing 
to old-timers with settled ideas; but even 
they recognize the encouraging feature 
that the process is orderly and not violent. 
Americans, although volatile and too en- 
ergetic, still retain their historical saving 
characteristic of common sense. The out- 
come will be as Heaven designs and it will 
be good for the human race. 

But who can foresee the ultimate effect 
upon stock insurance? Does it mean that 
the new greatly accelerated trend of gov- 
ernment toward what may be termed a 
social-paternal attitude of unprecedented 
control of affairs will also greatly accel- 
erate the long perceptible sliding of insur- 
ance into the mutual form of operation? 
Shall private enterprise ultimately become 
obsolete in insurance of the now stock 
class, as it almost has in life insurance? 
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Figure 1. 


VENTING DUST EXPLOSIONS 


By HYLTON R. BROWN and 
RICHARD L. HANSON * 


HE Chemical Engineering Di- 
vision of the Bureau of Chem- 
istry and Soils in the United 
States Department of Agriculture 
has given special attention to the de- 
velopment of safety measures for 
dust explosion prevention in grain- 
handling and other dusty industries.’ 
Through its publications the Bureau 
has advised the use of light construc- 
tion and of hinged panels or sash 
because investigations of explosions 
showed the desirability of quick vent- 
ing at low pressures.” Built up pres- 
sures produce undue spread of flame 
and secondary explosions, which are 
responsible for the major part of the 
life loss and damage to structure and 
equipment. 


Since 1922 this work of the Bureau 
has been made available to industries 
through safety codes prepared by the 
Dust Explosion Hazards Committee 
of the National Fire Protection As- 
sociation under the leadership of the 
Chemical Engineering Division.* The 
recommendations for venting at lower 
pressures have resulted in the de- 
velopment of several types of swing- 
ing vents. Some are held shut by 
weight or inertia alone. Others use 
a light friction catch. A friction de- 
vice also is used to resist the open- 
ing of the vent throughout its swing 
and to hold it open. Still other vents, 
particularly sash, may be pushed 
from the frame in such manner that 


*Mr. Hylton R. Brown is Engineer in the 
Chemical Engineering Division, Bureau of Chem- 
istry and Soils, United States Department of 
Agriculture. Mr. Richard L. Hanson is As- 
sistant Engineer in the Division. 

’ Dust Exnlosions. Price and Brown, N.F.P.A., 
Boston, Mass., 1922. 

7A Review of Some Recent Dust Explosions. 
David J. Price and Hylton R. Brown, N.F.P.A, 
QUARTERLY, January, 1931. 


3 Safety Codes for the Prevention of Dust Ex- 


ploctone. U. S. Dept. of Labor Bulletin No. 562, 
ec. 19391. 


the explosion may pass out on all 
sides. This opening is limited by 
folding or sliding brackets at four 
points. Another type of outlet is 
formed by the application of louvers. 

It is not the purpose of this article 
to compare the merits of the various 
types of swinging vents, but rather 
to show their desirability, as com- 
pared with the use of fixed glass. All 
of the vents have particular advan- 
tages, depending upon the type of 
structure, the cost, and the frequency 
and severity of the explosions to be 
anticipated. 

DAOC 

N ORDER to obtain accurate data 

on the venting area required for 
various explosive dusts with the dif- 
ferent types of venting, special ap- 
paratus and equipment have been 
installed at the Arlington, Virginia, 
Experimental Station of the U. S. 
Department of Agriculture. This ex- 
perimental structure, in which the 
venting of dust explosions can be 
studied, consists of a room, a gallery, 
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and a tower erected and connected as 
shown in the accompanying photo- 
graph, Fig. 1. 

The room, 4 x 5 x 5 feet, has a 
volume of 100 cubic feet. The gal- 
lery, 2% x 2% x 20 feet, has a vol- 
ume of 125 cubic feet. The tower, 
3 x 3 x 12 feet, has a volume of 108 
cubic feet. Total volume of the 
structure is 333 cubic feet. Vents on 
the room consist of hinged metal 
doors and pivoted sash. The metal 
doors range in size from 0.1 sq. ft. to 
1.55 sq. ft., and the sash contain ap- 
proximately 7 sq. ft. of glass. 

The gallery has eight roof vents, 
each 1 sq. ft. in area, covered by 
hinged doors. There are also eight 
fixed glass windows, with an area of 
1.3 sq. ft. each. The opening into 
the tower, which is the full size of 
the gallery, may be closed when the 
gallery is used as a unit. 

The tower contains one swinging 
panel about 7 sq. ft. in area, three 
hinged doors, each 1.55 sq. ft. in area, 
an adjustable vent on top, ranging 
from 0.1 sq. ft. to 2.75 sq. ft., and 
four fixed glass windows, with an 
area of 1.7 sq. ft. each. Many of the 
vents on the structure are shown in 
Fig. 2. ' 

The fixed glass windows in the 
structure provide a factor of safety 
by breaking when the venting area is 
not sufficient to prevent the develop- 
ment of excessive pressures. 

S>> 

UST may be sprayed into sus- 

pension in the air within the 
structure from hemispherical cups by 
jets of compressed air. There are 
eight of these 6-inch cups in each of 
the three sections of the structure, 
and the dust clouds may be prepared 
independently or simultaneously. The 
cups ‘in the room are placed at two 
different levels as shown in Fig. 3. 
Fig. 4 illustrates the arrangement of 
the cups in the gallery. In the tower 
the cups are arranged in pairs at four 








Figure 2 
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Figure 3. 


different levels. Ignition is produced 
by a glowing electric heater coil. The 
position of the coil when used in the 
room may be seen in Fig. 3. Pres- 
sures produced by the explosions are 
recorded by rubber diaphragm ma- 
nometers which may be installed at a 
number of points on the structure. 
These manometers are calibrated to 
record pressures up to 800 pounds 
per sq. ft. 

The method of making the tests is 
as follows: The charge of dust to be 
used is placed in the cups, the vents 
to be used are unlatched or set to 
operate, the manomieters aire placed 
and the ignition coil is heated to its 
approximately constant temperature. 
The compressed air line leading to 
the jets above the dust cups is then 
opened, and as the dust cloud forms 
around the coil, the explosion occurs. 
Fig. 5 shows a typical explosion be- 
ing vented without breaking glass. 


Characteristics of Different 
Dusts Tested 


Early in this work it was found that 
not only did the various dusts behave 
differently when ignited in suspen- 
sion, but that the clouds were best 
prepared in different manners. Grain 
dust, being low in apparent density, 
was easily dispersed. Cork dust is 
even lighter and thus more easily 
handled. On the other hand, starch 
and sugar of high density could be 
better dispersed by using only the 
lower four cups in. the room and ap- 
plying higher jet pressures. Also 
some were quick to ignite, and others, 
such as soap powder, were very slow 

“take hold.” 


With a very light dust such as a 
fine granular cork the density was so 
low and the dust flowed so easily that 
a deposit of such dust on the floor 


Figure 4. 


and on ledges or shelves along the 
gallery could be easily thrown into 
suspension and ignited by an ex- 
plosion in the room partly vented into 
this prepared gallery. 

To maintain uniformity in the tests 
it was often found necessary to dry 
dusts to less than 8% moisture—par- 
ticularly those hygroscopic in nature, 
the explosibility of which was reduced 
in damp or cool storage. Certain dusts 
tended to agglomerate, particularly 
when very fine, and offered some 
trouble in obtaining good dispersions. 
The cups had to be carefully loaded, 
in some cases level and in others 
evenly rounded or heaped. 





The size of the charge of dust was 
such as could be depended upon to 
produce a heavy concentration. Since 
the aim was to protect against the 
maximum hazard, only the more se- 
vere explosions were studied. Also 
the location of ignition that would 
produce the maximuna explosion was 
selected. When once located for the 
various units, it was found to hold 
well for most dusts and only changed 
to suit a few specific cases or dusts. 


Qawao-> 


HERE fine dust was used, the 

explosions tended to be sharp 
and of short duration. When grain 
dust, which in addition to fines con- 
tains a considerable quantity of chaff 
(all passed through a 30-mesh screen, 
85% through 40 mesh, and 31% 
through 100 mesh) was exploded, the 
shot was positive, but lower in pres- 
sure, of longer duration, and with 
more flame. This is due to the fact 
that while the fine portion furnishes 
the ignition, the chaff feeds the flame 
to prolong the flash and help carry the 
fire to remote portions of plant or 
structure. 





Determining the Breaking Strength 
of Glass 


Believing that too much depend- 
ence was being placed on fixed glass 
as a means of venting explosions in 
industrial plants, the first series of 
tests was arranged to determine the 
actual breaking strength of glass. 
Standard factory sizes, 12” x 18” and 
14” x 20”, of double strength A-qual- 
ity glass were set in steel sash and 
wooden frames. In a number of cases 
this glass withstood pressures of 
more than 300 pounds per square 
foot, and in several cases pressures of 
400 pounds per square foot or more 
were recorded without breaking the 
glass. Assuming 300 pounds per 
square foot as the pressure such glass 
could be expected to withstand, the 
total pressure exerted on a 4 x 8 foot 
sash would be almost five tons. Such 
pressures are capable of causing seri- 
ous damage to both structure and 
equipment. This fact explains why in 
a number of factory explosions, the 
entire steel sash has been blown out 
of its anchorage in the building wall 
and indicates the necessity of pro- 
viding some form of explosion vents 
capable of operating at much lower 
pressures. Assuming, therefore, that 
the breaking of glass indicated the 
pressure at which structural damage 
would occur, a series of tests was 
planned to determine: 


1. Venting area per unit of volume 
necessary to prevent structural dam- 
age. 

2. Effect of location and distribu- 
tion of vents. 

3. Effect of differences in size and 
type of ignition. 

4. Reduction of pressure due to 
increase in venting area. 

5. Effect of outside glazing. 

6. Effect of scoring glass to re- 
duce the breaking strength. 

In these tests steel doors of differ- 
ent sizes, operating only against their 
own inertia, were used as vents. 


Venting Area Necessary to Prevent 
Structural Damage 


It was necessary to perform a 
rather lengthy series of tests in order 
to determine the venting area which 
would be required in a room or build- 
ing in order to prevent the breaking 
of fixed glass, or the building up of 
pressures exceeding 300 pounds per 
square foot, which as_ previously 
stated was arbitrarily taken to be the 
point at which structural damage 
would occur. Starting with the room 
alone, which had a volume of 100 
cu. ft., fifty-eight explosions of starch 
dust were produced, with different 
arrangements of the vent openings. 





ee 








Although it was found that a num- 
ber of factors, which will be treated 
under separate headings later, had a 
bearing on the results obtained, the 
general conclusion reached was that 
to provide satisfactory venting for 
an explosion of starch dust in a cube- 
shaped or approximately square room 
of small size, 3 sq. ft. of vent for 
each 100 cu. ft. of volume would be 
necessary. This conclusion is based 
on the fact that, although there were 
two explosions in which pressures of 
210 pounds and 245 pounds were re- 
corded when the vent openings had a 
total area of 4.65 square feet per 
100 cu. ft., a number of explosions 
were vented through smaller open- 
ings at pressures below 300 pounds 
per square foot. 


With grain dust slightly different 
results were obtained. Sixty-six ex- 
plosions were produced, with differ- 
ent arrangements of the vent open- 
ings. The amount of vent opening in 
the room was gradually reduced to 
the point at which breakage of glass 
occurred. Based on the results ob- 
tained and drawing conclusions from 
the fact that in a number of cases 
pressures were as high as 250 pounds 
per square foot when the vent open- 
ings had an area of 1.55 square feet 
(pressures exceeding 300 pounds were 
recorded with openings of 1.1 square 
feet) it is recommended that for sat- 
isfactory venting of grain dust ex- 
plosions in cube-shaped or approxi- 
mately square rooms of small size, 
1.25 sq. ft. of vent be provided for 
each 100 cu. ft. of volume. 


Although no extensive series of 
tests were made with other dusts, 


JouRNAL oF AMERICAN INSURANCE 


there were enough to indicate the 
pressures produced in comparison 
with starch and grain dust. The re- 
sults obtained with sugar, wood flour, 
sulphur, cork, powdered milk, soap 
powder, wood charcoal, and similar 
products indicated that the venting 
necessary for these dusts ranges be- 
tween the requirements for starch and 
grain dust. = 


When the tests wére extended to 
include the gallery and tower, the re- 
sults indicated very definitely that the 
shape of the room is an important 
factor to consider in determining the 
amount and the location of the vents 
required to release explosion pres- 
sures without structural damage. It 
was found, for instance, that an ex- 
plosion propagating through the gal- 
lery, which is 2% x 2% x 20 feet, 
produced a gun barrel effect with rap- 
idly increasing pressures. Glass along 
the side of the gallery would be 
broken before these pressures could 
be released through openings at the 
end of the gallery of the size recom- 
mended for cube-shaped rooms. 


A few shots in the tower indicated 
that the same conditions met in long 
narrow galleries also existed in deep, 
small-diameter bins, and venting at 
the top only, in the ratio recom- 
mended for rooms, would not be sat- 
isfactory. 

These preliminary tests showed the 
need for further tests to determine 
the effect of location or distribution 
of vents. 

The remainder of this interesting 
article will be published in the June 
issue of the Journal of American In- 


surance. 
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Fire Prevention Award Won 
by Philadelphia 


The winner of the grand award in 
the 1932 Inter-Chamber Fire Waste 
Contest is Philadelphia, Pa. 


The list of winners follows: 


Class I cities, more than 500,000 popu- 
lation, PHILADELPHIA. 

Class II, 250,000 to 500,000 population, 
CINCINNATI. 

Class III, 100,000 to 250,000 population, 
GRAND RAPIDS. 

Class IV, 50,000 to 100,000 population, 
LAKEWOOD, OHIO. 

Class V, 20,000 to 50,000 population, 
ELYRIA, OHIO. 

Class VI, under 20,000 population, 
ALBANY, GEORGIA. 


Philadelphia will receive its award 
at the Annual Meeting of the Cham- 
ber of Commerce of the United States 
in Washington next month, as having 
made the best year’s record in check- 
ing fire waste and in promoting fire 
prevention activities of the 332 cities 
in the contest. The other winners in 
the population groups also will be 
presented with awards at the same 
time. 


The 1932 contest made an excep- 
tionally good record in the reduction 
of fire losses, the per capita loss of 
the competing cities having been 
$1.88, the lowest in the history of the 
contest. This represents a saving to 
the 35,000,000 inhabitants of these 
cities of $20,000,000 under the 1931 
figures. Their total loss last year was 
$65,254,000, as against an average of 
$85,654,000 in the five-year period 
ending with 1931. 


A number of cities which received 
honorable mention are listed below in 
the order of their rating. 


CLASS I— Lansing, Mich. 
Milwaukee Topeka, Kans. 
Detroit Pasadena, Calif. 
Pittsburgh Fresno, Calif, 
St. Louis Bethlehem, Pa. 
Queensboro, N.Y. Austin, Texas 

CLASS II— . Durham, N. C. 


Rochester, N. Y. Savannah, Ga. 
Providence, R. I. Evanston, III. 
Indianapolis, Ind. CLASS V— 
Portland, Ore. Owensboro, Ky. 


New Orleans, La. 
Washington, D.C. 
Kansas City, Mo. 
St. Paul, Minn. 
Toledo, Ohio 
Louisville, Ky. 


CLASS Ii— 


Hartford, Conn. 
Canton, Ohio 
Honolulu, Hawaii 
Wichita, Kans. 
El Paso, Texas 
San Antonio, Tex. 
Long Beach, Calif. 
Evansville, Ind. 
Youngstown, Ohio 
Fort Wayne, Ind. 


CLASS IV— 


Asheville, N. C. 


Moline, Ill. 
Newburgh, N. Y. 
Norristown, Pa. 
Mason City, Iowa 
Lebanon, Pa. 
Muskegon, Mich. 
Maplewood, N. J. 
Battle Creek, Mich. 
Mishawaka, Ind. 


CLASS VI— 


Valley City, N. D. 
Fremont, Mich. 
Hanover, Pa. 
Pottstown, Pa. 
Hastings, Nebr. 
Pekin, Ill. 
Colfax, Wash. 
Perryton, Texas 
Cynthiana, Ky. 
Bluefield, W. Va. 
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Revise Rules Governing Explosion, 


Riot and Civil Commotion Insurance 


The explosion conference has an- 
nounced revised commission and 
brokerage rules and a new co-insur- 
ance rule, the principal feature of 
which is the extension of the use of 
the 10 per cent co-insurance clause 
on non-manufacturing risks and a 
reduction from 50 per cent to 35 per 
cent in the rate increase for the use 
of the 25 per cent co-insurance 
clause. 

With certain exceptions brokerage 
in ordinary territory is 10 per cent 
and in accepted territory 15 per cent 
and commissions to agents in ordinary 
territory is 20 per cent and in ac- 
cepted territory 25 per cent. No juris- 


diction is assumed over general 
agents, for which the definition 1s 
revised. Commissions on _ supple- 


mental contracts are the same as ap- 
ply to the fire contract to which the 
supplemental contract is attached. 
The rule further provides that the 
commission payable to brokers “shall 
not be in addition to commissions 
payable to agents.” The accepted 
cities are Baltimore, Boston, Buffalo, 
District of Columbia, New York 
City, Philadelphia, Pittsburgh, Chi- 
cago, Cincinnati, Cleveland, Detroit, 
Milwaukee, Louisville, and St. Louis. 
Detroit, included above, is not a rec- 
ognized accepted city although it is 
an excess commission city. 

The definition of a general agent 
under the revised rule reads as fol- 
lows: 


“T. (1) A general agent is defined as an 
individual, firm or corporation having en- 
tire charge of the fire insurance business 
of one or more companies in and through- 
out some definite specified territory or ter- 
ritories, respectively. Among other func- 
tions usual to such supervising offices, a 
general agency must receive and pass upon 
all daily reports and monthly accounts, 
collect and be responsible for all agency 
balances, handle the adjustment of all 
losses and have sole supervision over all 
field men and agents in the prescribed terri- 
tory for the company or companies repre- 
sented, 

“(2) No general agency may conduct, 
maintain or have any financial interest, di- 
rectly or indirectly, in any local agency, by 
ownership of stock or otherwise ; similarly, 
a local agency may not be interested in a 
general agency. 


“(3) A general agency shall be held to 
strict compliance with the rules and re- 
quirements of the explosion conference in 
respect of the local agents under its juris- 
diction, and be responsible as a depart- 
mental or territorial office of the company 
or companies. 

“(4) No general agency appointment 
shall be made without the approval of the 
executive committee, or such committee as 
may be designated by them for such pur- 
pose. The secretary shall bulletin all gen- 
eral agency appointments.” 


Changes In Co-Insurance Rule 

Rule 6, dealing with co-insurance charges 
and credits, reads as follows: 

“Item A—AIl property damage esti- 
mates are based upon co-insurance of 50 
per cent and (when not in violation of 
law) all property damage policies (except 
floaters) must contain not lower than 25 
per cent co-insurance clause except as pro- 
vided in Item E below. The estimate for 
other than 50 per cent co-insurance to be 
developed in accordance with the follow- 
ing table of charges and credits: 

“For 10 per cent co-insurance clause see 
Item E and for 20 per cent clause, see 
Item B. For 60 per cent co-insurance 
clause, deduct 12.5 per cent; for 70 per 
cent clause, deduct 22.5 per cent; for 80 
per cent clause, deduct 30 per cent; for 
90 per cent clause, deduct 35 per cent and 
for 100 per cent clause, deduct 40 per cent. 

“Item B—Policies on all classes may be 
written with the 24 per cent co-insurance 
clause provided the pro rata distribution 
clause is used and the estimate increased 
35 per cent over the existing 50 per cent 
co-insurance estimate applying to the risk. 
(Note: Where policy covers only one 
building and—or—its contents, the pro rata 
distribution clause is not required.) 

“Item C—In any State where a special 
form of co-insurance requires the naming 
of a flat estimate as well as a co-insurance 
estimate, the flat estimate shall be figured 
at ten times the 50 per cent co-insurance 
estimate, but this rule, when not in violation 
of law, does not supersede Item 

“Item D—AIl floater policies must con- 
tain the 100 per cent co-insurance clause 
without credit (see rule No. 14, section A). 

Rule on Fire Resistive Risks 
‘—Risks of fire resistive con- 
struction aoa so rated by the fire rating 
organizations having jurisdiction, may be 
written with 10 per cent co-insurance at 
the rates indicated and with the pro rata 
distribution clause attached to policy un- 
der the following conditions (Note: Where 
policy covers one building and/or its con- 
tents, the pro rata distribution clause is 
not required) : 

‘1, Buildings, but not contents, of 
apartment houses, churches, hotels, mer- 
cantile, office, public buildings and schools, 
regardless of area, at double the 50 per 
cent co-insurance class ‘estimate applying 
to the risk. 

“2. Buildings and/or contents of non- 
manufacturing risks having a simple ex- 
plosion class estimate of 50c or less (in- 
cluding those mentioned in paragraph 1) 
and having a total floor area of 100,000 
square feet or more, situate at a single 
location, at a 50 per cent increase in the 
50 per cent co-insurance class estimate ap- 
plying to the risk. 

“3. The floor area of a high one-story 
building shall be computed by multiplying 
the ground floor area by the nearest whole 
number ascertained by dividing the height 
at eaves in feet by fifteen and adding the 
total floor area by basements, if any. 

“4. The eligibility of tenant risks shall 
be determined for the purpose of building 
insurance by the floor area of the insured 
building(s); and for the purpose of in- 
surance on contents of a tenant by the 
floor area occupied by that tenant, who 
must occupy a minimum of 100,000 square 
feet. 

“5. Risks of varying construction hav- 
ing 100,000 square feet or more floor area, 
if not less than 85 per cent of such floor 








area is of fire resistive construction, shall 
be eligible to 10 per cent co- -insurance sub- 
ject to the conditions of this rule.” 


—S> 


Raise Auto Rates 
In Four States 


The National Bureau of Casualty 
and Surety Underwriters announced 
an increase in rates for automobile 
public liability insurance for the 
states of Arkansas, Mississippi, Mon- 
tana, and South Dakota on April 
3rd. The increase affects passenger 
cars, trucks, busses and all other 
commercial motor vehicles. Property 
damage rates were not affected ex- 
cept in Montana, where there was a 
slight increase. 

The reason given by the Bureau 
for the action taken was the heavy 
losses sustained by the companies at 
the old rate. The announcement reads: 

“The Arkansas average loss ratio on 
standard limits policies in connection with 
private passenger cars during the five-year 
period, 1927-1931, was 108 per cent. The 
permissible is 61.5 per cent. The com- 
mercial vehicle record for the State was 
still more unfavorable. The five years’ loss 
ratio was 141 per cent. As an example of 
the trend, in 1930 it was 127 per cent, but 
in 1931 it was 258 per cent. In Arkansas 
the average loss cost per car for policy 
years 1930 and 1931 for the entire State 
was $21.22. The old rates contemplated 
$13.92. The new rates will bring the aver- 
age loss cost of the State up to $19.24. In 
commercial vehicles, the State’s average 
loss cost for the policy years 1930 and 1931 
was $29.92. This is compared with the 
$16.86 underlying the old rates, and $20.82 
underlying the rates that have just gone 
into effect. 

“Tn Mississippi the average loss ratio for 
private passenger cars for the five years 
was 114 per cent. For commercial public 
liability, the average loss ratio for the five 
years was 129 per cent. The average loss 
cost for Mississippi has been $19.05, and 
the old rates contemplated only $15.17. The 
new rates contemplate a State average of 
$17.96. 

“In Montana, the five-year loss ratio was 
90 per cent for private passenger cars, and 
for commercial public liability, 82 per cent. 
However, the loss ratio for 1930 was 71 
per cent and in 1931, 176 per cent. The 
loss cost for the entire State for pol'cy 
years 1930 and 1931 averaged $19.23. The 
old rates provided $12.96 for that period. 
The new rates contemplate a loss cost of 
$17.30. For property damage the loss ratio 
for the five-year period was 73 per cent. 
The average loss cost for policy years 
1930 and 1931 averaged $5.78, as compared 
with $5.28 produced bv the old rates. The 
new rates will produce $5.66. 

“In South Dakota the average loss ratio 
for the five-year period for private pas- 
senger cars was 83 per cent. It was 85 
per cent in 1930, but in 1931 it jumped to 
112 per cent. For commercial cars, the five 
vears’ average loss ratio was 94 per cent. 
The average loss cost for policy years 
1930 and 1931 was $10.69. The old rates 
contemplated $7.90 for this period. The 
average loss cost contemplated by the re- 
vised rates is $9.23. The average loss cost 
for commercial cars for policy vear 1930 
was $14.09 ard for 1931, $11.85, or an 
average of $12.97. The old rates contem- 
plated $9.75 as the loss cost, and the new 
rates raise this to $11.70.” 
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Fiduciary Bonds Form an Important Part of Corporate Suretyship 


The Future of Corporate Suretyship 


The Rating Problems Which Arise Because of the Differences Between 
Suretyship and Insurance Are Further Discussed. 


O enable underwriters to rely on 

the experience of the past as a 
safe guide to the expected losses of 
the future, the factors from which 
losses arise must be comparatively 
stable—like the mortality table of 
human lives which is used by life in- 
surance actuaries. But out of the 
multitude of causes which expose 
corporate suretyship on public and 
private building contracts to loss, 
hardly more than one factor can be 
called stable. On most public con- 
tracts the one factor that has re- 
mained stable throughout all the 
years, is the fact that the Surety 
must always bond the lowest bidder. 
Sealed bids are called for and the 
contract is awarded to the lowest bid- 
der. All the other multitude of fac- 
tors from which losses arise have been 
constantly changing during thirty 
years. The forms of bonds have 
changed; the character of work has 
changed; the machinery and imple- 
ments used by contractors have 
changed; the contractors themselves 
who are the sureties’ principals have 
changed, as old contractors have 
passed out of the picture, new men 
have come along; and construction 


By R. H. TOWNER 
of the Towner Rating Bureau 


A Continuance of the Lecture Whose Publication 
Began in Our April Issue 


costs themselves are changing all the 
time; so that a period of rising con- 
struction costs will be followed by a 
period of falling construction costs 
and that again by another period of 
rising costs. All these factors which 
are elements of underwriting experi- 
ence on construction contract bonds 
require foresight and not hindsight. 
They must be foreseen by looking 
ahead and they are so unstable that 
they cannot be computed by looking 
backward at the experience of the 
past. 

The market for securities and the 
value of real estate are two striking 
examples of factors unknown ten 
years ago, yet recently discovered as 
having enormous influence on con- 
tract bond losses. During the good 
years when securities were readily 
marketable, large contractors freely 
accepted bonds of governmental units 
as their pay for construction work. 
These securities were then readily 
marketable and could thus be turned 
into cash. In the same way, con- 


tractors on private work accepted as 
part of their pay, mortgage Bonds on 
the building that they were con- 
structing. Many great contracting 
firms with a long and notable record 
of successful construction work now 
find themselves confronted with fi- 
nanctal disaster because they have in 
their treasuries, public securities for 
which there is no present market ; or 
because they have accepted mortgage 
Bonds on skyscrapers for which also 
there is no present market. In their 
own field of building construction, 
these contractors were highly suc- 
cessful and became the leading con- 
struction contractors of their time. 
But a surety company which relied 
upon their long and creditable record 
of successful construction work plus 
their financial resources at the be- 
ginning of their undertaking, would 
find itself now involved in the same 
financial disaster as the contractors 
themselves. It would find that its 
bond guaranteeing performance of 
their contract and payment of their 
debts to subcontractors and material- 
men, was in reality a bond guarantee- 
ing the market price and salability 
of the unsalable securities which the 
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contractors had accepted as their pay. 
Yet ten years ago when such securi- 
ties were easily salable on a rising 
market, this factor, now so common, 
was hardly considered in the coun- 
cils of corporate surety underwriters. 


HEN an applicant for insur- 

ance pays the insurance pre- 

mium for an insurance pol- 
icy, there is established between 
him and the insurance company the 
simple relation of insured and in- 
surer. When an applicant for a 
surety bond pays his premium to a 
surety company and obtains the 
bond, there is not established be- 
tween him and the company the re- 
lation of insured and insurer at all. 
The relation between the applicant 
and the surety company is the re- 
lation of principal and surety. The 
bond or guarantee that the appli- 
cant obtains is not for his protection 
or safety, but is for third parties, 
the obligees named in the bond to 
whom the applicant is bound as 
principal, and the surety company 
as surety. Thus, when a contractor 
gets a contract bond for Federal 
building construction, the obligee 
in the bond is the Federal govern- 
ment. The form of contract and 
bond is fixed by the Federal govern- 
ment and the relation between the 
applicant and the surety company 
is the relation of principal and 
surety, since both of them execute 
the bond. When Courts speak of 
surety companies, therefore, as in- 
surance companies, they mean only 
that they are insurers to the 
obligees. But the surety company 
is still surety as respects the appli- 
cant for the bond. It is entitled to 
indemnification and _ exoneration 
from him, who is bound as princi- 
pal upon the bond, and it cannot 
make a separate and independent 
settlement in conflict with his 
interests without jeopardizing its 
legal right to exoneration. If the 
principal is insolvent, this right 
may not be valuable. But if the 
principal is solvent or if, as in many 
cases, the principal has given to the 
surety company for its security the 
indemnity agreement of a solvent 
indemnitor, then the surety com- 
pany is bound hand and foot. It 
must leave the obligees to establish 
their claim in a manner which shall 
bind both principal and solvent 
indemnitor before the surety com- 
pany can settle or pay. Otherwise 
it has forfeited its security. In all 
such cases, it is in the precarious 
position that the bond on which it 
must pay to the obligee will be con- 
strued by the Courts as an insur- 
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ance policy, while the security of 
the personal indemnitor on which 
the surety company relies will be 
construed by the Courts strictissimi 
juris because he is a personal sure- 
ty; and this notwithstanding the 
fact that the personal indemnitors’ 
gains from the transaction may be 
and often are, much greater than 
the surety company’s, 
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THER remarkable results flow 

out of the peculiar relation 
created by surety bonds, so differ- 
ent from insurance policies. On an 
insurance policy the insured who 
pays the premium recovers the loss 
if there is loss. On a surety bond 
the applicant who pays the pre- 
mium does not recover the loss; on 
the contrary, if solvent he pays it. 
If the principal is insolvent and the 
surety company pays the loss, it 
does not pay it to the applicant 
from whom it received the premium 
but pays it to third parties. Hence, 
in fire insurance, the insurance car- 
riers are perpetually restoring the 
property which they insure. When 
a city is swept by a great confla- 
gration like Baltimore, or San 
Francisco, the fire insurance com- 
panies find themselves confronted 
with a tremendous loss but all this 
loss is paid to the insured whose 
houses were destroyed by fire and 
is immediately used to rebuild 
them. The fire insurance company 
continuing to insure the rebuilt 
area may eventually recover from its 
premiums in subsequent years, the en- 
tire amount which it paid out in the 
conflagration. It is not so with surety 
companies. In the two years of 1930 
and 1931 they paid out over Thirty 
Million Dollars of losses on deposi- 
tory bonds for failed banks and in 
1932 (complete figures not yet avail- 
able) probably Ten Million Dollars 
more. But none of this money was 
paid to the banks who had paid pre- 
miums for these depository bonds. All 
of it was paid to the public treasurers 
who had deposited public money in 
these banks. No part of this huge sum 
went to rebuild or rehabilitate the 
banks. So that after losses of Thirty 
or Forty Million Dollars the surety 
companies find themselves obliged to 
recoup these vast payments from a 
smaller number of banks than they 
had at the beginning. These illustra- 
tions could be multiplied but it is 
enough to make this generalization: 
that Fire Insurance companies know 
their losses as they go along and by 
paying them to the insured, restore 
the values from which they draw in- 
surance premiums. Surety companies 





on the contrary, make no payments to 
those from whom they receive the 
premium but make all their payments 
to obligees, hence their payments do 
not tend to restore the field from 
which they earn premiums. They 
have to get their premiums in ad- 
vance in adequate volume to distrib- 
ute their losses because they cannot 
recoup losses from subsequent pre- 
mium earnings. This is true not only 
on account of the peculiarity which I 
have mentioned but because many 
fields of suretyship are cut off alto- 
gether. Thus surety companies used 
to draw large premium revenue from 
bonds rquired by the legal manufac- 
ture and sale of intoxicating bever- 
ages. The Eighteenth Amendment 
and the Volstead Act completely ex- 
tinguished this source of premium 
revenue. If a company’s premium in 
this field were sufficient to pay its 
losses. while this source of premium 
revenue lasted, it was fortunate. But 
if it was so unfortunate as to be a 
loser when this source of premium 
revenue terminated, then that loss 
was a permanent loss. Similarly, on 
every large program of public im- 
provement the compensation for cor- 
porate suretyship on construction con- 
tract bonds must be fixed in advance 
and must yield sufficient revenue to 
recoup surety companies for their 
losses on that program. When the 
contracts are let and the bonds are 
given, the sureties are committed ir- 
revocably to a guarantee of perform- 
ance of the contracts for the contract 
price and of payment for the contrac- 
tors’ debts for labor and material. If 
they have received an inadequate sum 
for this purpose then their losses on 
that program will never be recovered 
by future contract bonds on the same 
work. They are not like fire insur- 
ance companies who go on collecting 
insurance premiums from the same 
areas year after year and generation 
after generation. Surety companies 
have received large sums for furnish- 
ing corporate suretyship on construc- 
tion contracts for State Highways, 
Public Buildings, Sewers, Subways, 
Tunnels, Waterworks, etc., but all this 
public construction has now come al- 
most to an end so that construction 
contract bonds are now yielding but 
a trifling revenue compared to what 
they did only a few years ago. Yet 
losses are still coming in and will con- 
tinue to be paid for years to come. 
The same is true of completion bonds 
for building improvements under pri- 
vate ownership. They once yielded a 
very large revenue to surety com- 
panies and now are yielding almost 
nothing because new projects for 




















building improvement for private 
owners have practically ceased and 
the public, having lost heavily, is now 
in no mood to invest new money in 
new projects of that character. 


SOK 


HE only function of insurance 

companies is to collect sufficient 
premium revenue to distribute losses ; 
and the premium which the insurer 
charges to the insured is correctly 
measured by the sum necessary to 
perform this function. When an ap- 
plicant obtains a corporate surety 
bond he obtains an instrument of in- 
trinsic value to himself and apart 
from any expectation of loss to the 
surety company. The simplest illus- 
tration of this I have already given, 
viz., the traveling circus, which bonds 
an attachment so that it can move on 
to the next town where it can show 
the next day. The value of this cor- 
porate suretyship ‘to the traveling 
circus in this case is not measured by 
the surety company’s expectation of 
loss because the owner of the circus 
himself as principal on the bond will 
settle the claim and pay the loss. But 
all corporate suretyship has a substan- 
tial value over and above the surety 
company’s expectation of loss. It has 
an intrinsic value to the applicant who 
procures it. If it is a depository bond 
it enables a bank to procure a deposit 
of public funds. If it is a Contract 
bond it enables the contractor to 
qualify on a public contraet. If it is 
an administrators bonds, it enables 
the applicant to qualify as an adminis- 
trator ; or if it is a custom house bond 
it enables the importer to secure the 
importation’s release from customs 
custody and so on. This intrinsic 
value which all corporate suretyship 
has to the applicant for it exercises a 
marked influence on the surety com- 
pany’s compensation. 
ence in corporate surety underwriting 
is subject to very wide fluctuations 
and often diverges so very greatly 
from the figures of the past as to 
make past experience wholly unreli- 
able in computing future losses. Yet 
the intrinsic value of the bond to ap- 
plicants is relatively stable and is 
probably the strongest influence in 
stabilizing; the compensation paid for 
corporate suretyship. The principal 
on the bond who is primarily liable 
and who is obtaining the corporate 
surety as a guarantee to the obligee 
in the bond, always expects a gain 
to himself from procuring the bond, 
and the compensation he is willing to 
pay for it is measured to a large ex- 
tent by the gain or profit which he 
expects to realize from procuring the 
bond. The simplest illustration of 


Loss experi- , 
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this is a depository bond. Banks give 
these bonds in order to procure de- 
posits of public funds; and such de- 
posit has a certain earning power 
when loaned at interest. This earn- 
ing power makes a depository bond 
valuable to the bank and justifies it 
in paying reasonable compensation 
for the suretyship quite apart from 
the question of the surety company’s 
loss ratio on that classification of 
bond. Personal suretyship as I have 
pointed out was usually paid for, di- 
rectly or indirectly, and corporate 
suretyship is worth much more than 
personal suretyship although the 
charge for it is usually less. 


Thus corporate surety underwriters 
have a problem very different from 
insurance underwriters. They offer 
the public an additional facility for 
furnishing the suretyship which the 
laws require and the public wants. 
They have to offer this suretyship in 
competition with personal suretyship 
and with collateral and other means 
of security; and at a price which the 
public can afford to pay. For nearly 
all forms of guarantees there is a 
“market price” which cannot be 
greatly changed by bad experience. 
Thus some $2,500,000,000 of guar- 
anteed mortgages have been sold by 
Bond and Mortgage Companies to 
the investing public at an established 
“market price” and no one ever in- 
quired whether this price was justi- 
fied by the losses of the mortgage 
guarantee companies. It was only 
when surety companies began to issue 
these guarantees that the price for 
them began to be called an “insur- 
ance premium” and subject to regu- 
lation by Insurance Departments. 

SOD 


UT while compensation for cor- 

porate suretyship is largely reg- 
ulated by the market price that ap- 
plicants are willing to pay for it, yet 
the surety companies incur enormous 
losses and are in this respect alone 
like insurance companies, inasmuch 
as such losses must be recouped from 
the surety company’s premium or it 
must go out of business. No com- 
pany can continue long to pay losses 
from its own treasury, without losing 
all its capital and surplus. I have 
pointed out that surety companies can- 
not rely solely on the experience of 
the past in fixing premiums for the 
future. The principal resources of 
corporate surety underwriters must 
be analysis. If they are good analysts 
they will discern the factors from 
which loss may be expected. These 
will be many and various and they 
will be found not only in the applica- 
tion now on the underwriter’s desk 
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but also in a vast multitude of things 
and events affecting it, but they are 
not so many and so various as alto- 
gether to defy analysis. Everything 
must enter into the underwriter’s 
calculations. Consider first the rela- 
tion of the parties, i. e., of the prin- 
cipal and the obligee in the bond. Is 
it the relation of employer and em- 
ployee, or of principal and agent, or 
of consignee and consignor, or of 
debtor and creditor or of owner and 
contractor, or of borrower and lender, 
or of lessor and lessee, or of vendor 
and vendee, or of bailor and bailee, 
or of trustee and cestui que trust; or 
is it indemnitor and indemnified, or 
licensee, or permittor and permittee, 
without any contractual relation at 
all? In all these human relations and 
many more besides, corporate surety- 
ship is demanded in infinitely varying 
forms according to the text of the 
contract (if the relation is contrac- 
tual) and of the bond. Thus the text 
of the contract and bond is the next 
thing to consider. Where their terms 
are not fixed by statute or regulation 
they are almost always fixed by the 
obligee or by agreement between the 
obligee and the principal. All con- 
tracts are thus fixed for 90% of the 
bonds on which corporate suretyship 
is given. Analysis of contracts and 
bonds, however, cannot classify them 
solely by their text alone without 
taking into account other factors. For 
illustration, contractor A and con- 
tractor B each apply for a contractor’s 
bond guaranteeing performance of 
the contract and payment for labor 
and materials. But contractor A fab- 
ricates all the material employed in 
the contract. Contractor B buys his 
material. Thus on these two contract 
bonds of identical text you are not 
liable for contractor A’s debts for 
material and you may incur a heavy 
liability for contractor B. Or take 
another illustration. Contractor A and 
contractor B each undertake the erec- 
tion of a skyscraper and each give 
bond of indentical text guaranteeing 
payment of sub-contractors and ma- 
terialmen. Each receives his pay for 
the work partly in cash and partly in 
securities. Contractor A agrees with 
his sub-contractors and materialmen 
to pay them in the same proportion 
of cash and securities which he re- 
ceives; contractor B agrees to pay 
them all cash. On contract bonds of 
identically the same text you would be 
liable for contractor A only for his 
faithful disbursement to sub-contrac- 
tors and materialmen of the same pro- 
portion of cash and securities which 
he received; while on contractor B, 
you would in effect guarantee the 
(Continued on Page 31) 
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INDIANA RECIPROCALS MAY ISSUE 
NON-ASSESSABLE POLICIES 


HE Supreme Court of Indiana 

decided in the case of Wy- 

song v. Automobile Under- 
writers, Inc., that reciprocal insur- 
ers may issue non-assessable poli- 
cies. The decision was handed 
down on March 13th of this year. 
The case arose when the Indiana 
Insurance Commissioner reversed 
his former stand and issued an 
order prohibiting the issuance of 
non-assessable policies by the At- 
torney-in-fact for the State Auto- 
mobile Insurance Association of 
Indianapolis. The decision per- 
manently enjoined the Commission- 
er from enforcing his order. 


The power of attorney from the 
subscribers to the attorney-in-fact 
which is filed with the State Audi- 
tor contains the clause: “But the 
maximum amount to be paid and 
my liability shall be fixed and lim- 
ited to the amount of the premium 
deposit and the application fee 
provided for herein.” The policies 
issued provided that: “The sub- 
scriber’s liability under this policy 
shall be fixed and limited to the 
amount of the premium deposit 
and application fee provided for in 
the policy.” “Non-assessable” was 
printed on the back of the policy. 


a 


HE court considered two main 


propositions. Stated in the 
form of questions, they are: 
1. Is the non-assessable feature 


of the policy valid and binding 
as between subscribers, i. e., 
policyholders? 


2. May third party creditors, 
who deal only with the attor- 
ney-in-fact, compel an assess- 
ment to satisfy their claims? 


The court disposed of the first 
proposition by holding that as be- 
tween holders of policies the pro- 
visions against assessment liability 
were binding. The opinion reads: 


“There is a limitation under the power 
of attorney, as set out, which is notice to 
every subscriber that beyond the premium 
deposit and application fee the subscribers 
will not be bound. The liability of any sub- 
scriber is determined by the terms of the 
power of attorney executed by and the 
policy issued to a subscriber. These con- 
stitute the contract of each subscriber 
with all other subscribers. The power of 
attorney is the controlling factor. The at- 
torney-in-fact cannot go beyond the powers 
granted in the power of attorney creating 
his appointment. He cannot bind the sub- 
scriber beyond the limitations expressed in 
the power of attorney. The limitation set 


out in each subscribers power of attorney 
is known to each subscriber and he also 
knows that the same limitation is set out 
in every other subscribers’ power of at- 
torney.” 

“The subscribers have the right to con- 
tract among themselves and fix the limit 
of their liability unless there is some law 
preventing it and we are unable to find 
any holding that the subscribers have not 
the right to fix the limit of their liability 
as among themselves, and as to each other.” 

“It is held in Moore v. Lichenberger, 
26 Pa. Sup. Ct. 268, ‘that under the laws 
of Pennsylvania, a mutual insurance com- 
pany may in a proper manner, which in- 
volves nothing tending to deceive present 
on future policy holders, enter into a con- 
tract of insurance which involves a limi- 
tation of the liability of the assured to 
assessment; it may accept a cash payment 
or note for a specific sum absolutely fix- 
ing the amount to be paid whether or not 
losses occur; or it may accept a premium 
note liable to assessment, and fixing the 
limit thereof. A member who has paid 
up her policy assessment to the full amount 
agreed upon in the contract is not liable 
to further assessment.’ The above state- 
ment of the law is also found in Macklem 


v. Bacon 57 Mich, 334, 24 N. W. 91, and 
Seamans v. Millers Mutual Ins. Co. 90 
Wis. 490, 63 N W. 1059.” 
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N the second proposition the 

court held that no assessment 
could be levied against policyholders 
to pay the claims of third party cred- 
itors on debts contracted by the at- 
torney-in-fact. 


The well-settled principle of agency 
law that when an agent’s authority 
is by law required to be in writing 
parties dealing with the agent are 
charged with knowledge of that fact 
and of the limitations contained in the 
writing, is set out with citation of 
authority. The case of Bent, Receiver, 
v. Underdown, 156 Ind. 516, is 
quoted at length. It affirms and illus- 
trates the above principle. The court 
states : 

“Applving the law, as we find it to be 
from the foregoing authorities, to the 
facts in the instant case, we are of the 
opinion that third parties are held to have 
had notice of and bound by the terms of 
the power of attorney executed by the 
subscribers and on file in the office of 
the State Auditor, and that the attor- 
ney-in-fact has no authority to create a 
liability against the subscribers beyond the 
limitations of the power of attorney.” 
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TATUTORY construction and 

the weight given departmental 
rulings was considered by the court 
in deciding the case. In concluding 
the opinion the court says: 

“There is one remaining question that 
should have some weight in favor of the 
appellee in this case. The undisputed evi- 
dence in the case is that since the enact- 





S. Bruce Black CURRENT prob- 
Talks at C. of C. lems in the insur- 
Meeting ance field will be 

taken up at a spe- 
cial round table conference to be held 
in connection with the Twenty-First 
Annual Meeting of the Chamber of 
Commerce of the United States at 
Washington, May 2-5. Leaders in 
the insurance business will take part 
in the conference. 


President Roosevelt, several mem- 
bers of his cabinet, and prominent 
business executives will address the 
Annual Meeting. 


“Insurance under Changed Condi- 
tions” is the general subject for the 
special insurance conference on 
Thursday, May 4. This conference 
will be presided over by George D. 
Markham, of St. Louis, chairman of 
the Chamber’s Insurance Committee. 
M. A. Linton, president of the Provi- 
dent Mutual Life Insurance Com- 
pany, of Philadelphia, will lead the 
discussion on “The National Asset in 
Life Insurance.” “New Develop- 
ments in Fire Insurance” will be dis- 
cussed under the leadership of Paul 
L. Haid, president, Insurance Execu- 
tives Association, New York City. 
In the casualty insurance field, S. 
Bruce Black, president, Liberty Mu- 
tual Insurance Company, of Boston, 
will start the discussion on “Recent 
Experience in Casualty Insurance.” 


On Tuesday, May 2, at a luncheon 
which will be given to the National 
Councillors, the winners in the 1932 
Inter-Chamber Fire Waste Contest 
and the 1932 Inter-Chamber Health 
Conservation Contest will be present- 
ed with awards. The presentation 
will be made by Felix M. McWhirter, 
vice-president of the National Cham- 
ber. 








ment of the Reciprocal Statute in 1919, all 
of the Insurance Commissioners have con- 
strued and interpreted the Act to the ef- 
fect that there is a right to limit the lia- 
bility of the subscribers. In the case of 
State v. Fidelity, etc., Accident Co. 79 
Ind. App. 377, where an interpretation by 
the insurance department of the State for 
twenty vears had been made upon an act 
relating to certain insurance laws, the 
court said: ‘While such construction of a 
statute will not prevail against its plain 
meaning nevertheless as stated by Black 
in his excellent work on stautory construc- 
tion, it “is entitled to great respect, and if 
the statute is doubtful or ambiguous, such 
practical construction ought to be accepted 
as in accordance with the true meaning of 
the law, unless there are very cogent and 
persuasive reasons for departing from it” 

Black, Interpretation of Laws 221. The 
State Board v. Holliday 150 Ind. 216, 49 


N. E. 14, 42 L. R. A. 826. We hold that 
it is lawful to issue policies of reciprocal 
automobile insurance containing provisions 
limiting the liability of subscribers to the 
initial deposit premium paid by them.” 














Life Investments 
(Continued from Page 14) 


estate held by the companies has near- 
ly doubled between 1929 and 1932. 
However, at the end of the latter 
period it represented only 3.6% of 
total assets and it must be remem- 
bered that the real estate reported 
in the companies’ statements includes 
home office propery, in addition to 
property acquired through fore- 
closure. These figures could be seg- 
regated, but the amount of labor 
involved would be in excess of value 
of the information obtained. The in- 
crease from slightly less than two 
per cent of total assets to 3.6% of 
total assets in this real estate item 
represents about $360,000,000 of 
property which can be said, in large 
part, to represent foreclosures of un- 
paid mortgage loans. 


SSS 


HE proportion of life insurance 

companies’ funds invested in 
bonds and stocks has remained prac- 
tically constant throughout the de- 
pression. It is true, however, that 
certain changes have taken place 
within this broad classification. Again 
quoting from Life Presidents’ Sta- 
tistics, there is evidence to the fact 
that railroad bonds and stocks have 
declined in proportion to total assets, 
whereas public utility bonds and 
stocks have increased, but both these 
tendencies were inaugurated before 
the depression commenced, indeed, 
the importance of railroad securities 
in life insurance portfolios has been 
decreasing since 1906. Obligations of 
the U. S. Government represent a 
larger proportion of assets now than 
they did at the end of 1929, though 
they aggregate only one-half the total 
of 1921, swollen by the war subscrip- 
tions. Changes within the individual 
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groups, however, have been counter- 
balanced so that the importance of 
bonds and stocks in relation to total 
assets is about the same now as it 
was three years ago. 


The effect of the depression upon 
anv of the important individual 
groups of life insurance companies’ 
funds is, perhaps, best shown in the 
increase of policy loans. From a fig- 
ure representing 134% of total as- 
sets, policy loans have increased to 
184%. Expressed in terms of actual 
figures, policy loans of companies re- 
porting to Connecticut at the end of 
1932 were $3,271,000,000, compared 
with $2,006,000,000 at the end of 
1929—an increase of 63%. 


Cash on deposit in banks and trust 
companies at the end of 1932 repre- 
sented one and one-half percent of 
total assets, compared with six tenths 
of 1% at the end of 1929—an in- 
crease of $180,000,000. The reason 
for the increase in cash is, of course, 
obvious. The companies have been 
maintaining a liquid position in order 
to take care of unusually large dis- 
tributions to living policyholders and 
to prepare for any emergency. 


Ol 


O much for the first statistical 

picture, which, as I stated before, 
indicates that the depression has 
caused no major changes in either of 
the most important groups constitut- 
ing the assets of life insurance com- 
panies. Those changes in the distri- 
bution of life insurance companies’ 
assets which have resulted from the 
depression, affect the smaller sub- 
divisions of the companies’ funds and 
from a standpoint of actual invested 
amounts represented no material in- 
crease, with the exception of policy 
loans. I shall now present the evi- 
dence to establish the second picture, 


TABLE 2 


LIFE INSURANCE COMPANY ASSETS 


Actual Amounts Reported by Companies Licensed to Transact Business 





in Connecticut 


Source: 


Dec. 31, 1929 


Connecticut Insurance Reports 


Dec. 31, 1950 Dec. 31, 1931 Dec. 31, 1932* 








Mortgage Loans 6,216,067, 106 6,484,649, 662 6,564,705,826 6, 241,053,939 
Bonds & Stocks 5,921,772,531 6,395,025,176 6,817 ,058,778 6,829,188,328 
Prem, Notes & Pol. Loans 2,006,072,196 2,356,508,169 2,825,826,678 3,271,343,455 
Real Estate 286,890,833 347,177,769 444,155,154 647,332,428 
Cash 92,999,002 104,688,595 134,919,064 273,569,084 
Other Assets 608,090,308 666,657,744 725,760,281 653,045,111 
TOTAL ADMITTED ASSETS $15,131,892,066  $16,354,907,115 $17,512,425,781  $17,916,430,345 


“Based on companies’ sworn statements not yet audited by Connecticut Insurance Department, 
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namely ; the effect of the depression 
uport the income obtained from these 
major groups of assets. 

I have derived a series of percent- 
ages expressing the relationship be- 
tween the amount of income received 
during the year on each individual 
group (with approximate adjustment 
for accruals) in proportion to the 
mean amount of funds invested 
therein throughout the year and have 
prepared this second chart on which 
each line represents the income yield 
from its respective major asset classi- 
fication. It will be noted that the 
income yield from mortgage loans de- 
creased from 5.41% in 1929 to 5.08% 
in 1932. This comparison allows full 
credit for the overdue mortgage loan 
interest carried by the companies as 
an asset, even though a number of 
these companies either deducted the 
estimated uncollectible portion as a 
non-admitted asset or set up a special 
reserve therefor. The effect of this 
appears from the fact that due and 
accrued interest on mortgages as car- 
ried in the non-ledger assets of five 
typical companies increased from 
2.1% of such interest received during 
1929 to 11.3% for 1932. Because of 
the moratoria on farm loans which 
did not take place until 1933, this 
curve would undoubtedly show an 
even more rapid decrease at the pres- 
ent time. 

The income yield on real estate 
should be considered in connection 
with the yield from mortgage loans 
since, as previously stated, a large 
portion of real estate owned by the 
life insurance companies represents 
property acquired through the proc- 
ess of foreclosure. In this connection, 
it should alsa be pointed out that in- 
come from rents as reported on the 
companies’ statements includes a sub- 
stantial portion which is charged by 
the company against itself for the use 
of its own home office property. 
From the gross rentals received, I 
have deducted taxes, expenses, and 
repairs on real estate, so as to form a 
measure of the net income on proper- 
ties owned. From a yield of 1.91% 
in 1929, income on real estate has 
fallen to a slight loss in 1932 of 
0.11%. Since a large portion of the 
real estate has been acquired within 
the past two years and there is a lag 
between the time when a company 
acquires property and the time when 
it can be rehabilitated and rented to 
another tenant, there is a period when 
a number of the properties return 
no yield. As tenants are found, how- 
ever, and as general business condi- 
tions improve, the yield on the life 
insurance companies’ real estate prop- 
erties should show a more normal 
figure. The investments of life insur- 
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ance companies in mortgage loans 
which have to be foreclosed and the 
property taken over, unquestionably 
are frozen for the time being; but 
land and buildings are physical assets 
which, under almost any conditions, 
have a definite value and from which 
an income can be derived. Farm 
property is essential to the prosperity 
of the nation and home and office 
property is essential to living and 
working in the urban centers. Agri- 
culture is our basic industry and this 
country is an agricultural country. 
Prosperity over long periods of time 
is not possible for industry without 
an underlying prosperous agriculture. 
It is reasonable to expect, therefore, 
that the companies as a whole will 
eventually emerge from the real 
estate problem, both farm and city, 
with a not unreasonable loss. 


ow 


HE income yield from bonds 

and stocks has exhibited a re- 
markable degree of stability. Ex- 
pressed as yield on the funds invested 
in bonds and stocks measured by the 
amortized value of bonds and the 
Convention values of stocks there has 
actually been only a very slight de- 
crease between 1929 and 1932, inter- 
est on bonds and dividends on stocks 
equalling 4.63% of the average funds 
invested therein during 1932, com- 
pared with 4.77% during 1929. No 
doubt, if the companies find it neces- 
sary to invest a larger portion of 
funds in short-term securities or in 
highly liquid government obligations, 
some sacrifice of income must result. 
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Life insurance companies are not 
large investors in stocks. Most of 
the stock holdings consist of high 
grade preferred or guaranteed stocks 
and in very few instances have divi- 
dends been reduced or passed ; so that 
dividend reductions have not affected 
the life insurance companies to any 
extent. 


The yield from premium notes and 
policy loans likewise shows no great 
variation from year to year. In 1932 
the yield on policy loans was 5.62%, 
compared with 5.73% in 1929, the 
interest received from policy loans 
totalling $160,000,000 in 1932 against 
$97,000,000 in 1929. These assets 
represent an offset to reserve liabili- 
ties and are the safest of all assets, for 
there is no doubt as to the payment 
of interest or principal. 

Despite the substantial increase in 
cash and bank balances, the income 
from funds at interest and from other 
debts due the companies has de- 
creased from 6.30%. during 1929 to 
1.83% during the year of 1932. This 
is easily accounted for, however, by 
the fact that banks everywhere have 
reduced interest on deposits. 


Combined figures for interest, divi- 
dends and rents received, applied to 
total invested assets, indicates that 
the yield has been reduced from 
5.13% to 4.77% between 1929 and 
1932. This decrease in yield has in 
no way impaired the reserves of the 
policyholders, since the total reserves 
are based upon interest at the rate of 
3% and 3% % although, for the time 
being, it may result in somewhat 


TABLE 3 


INCOME YIELD FROM INVESTED ASSETS BY GROUPS 





Life Companies Licensed to Transact Business in Connecticut 











Source: Connecticut Insurance Reports 
Year ending Dec. Slst. 1929 1930 1931 j 1932* 
Mortgage Loans $6,216,067,106 $6,484, 649,662 $6, 564,705,826 $6,241,053,939 
Interest Received on 
Mortgage Loans 317,127 »287 334,969,797 330,945,854 292,515,260 
#Yield on avg. invst. 5.41% 5.41% 5.32% B84, 
Real Estate 286,890,833 347,177,769 444,155,154 647,532,428 
Rents Keceived 24,355,526 26,173,755 29,333,915 33,548,844 
Taxes,Repairs & Exp. on RE. 19,172,080 21,517,529 26,272,515 33,975,019 
Net Income Received 5,183,446 4,656,226 3,061,400 (=) 626,175 
#Yield on avg. invst. 1.91% 1.48% 0.79% -0.11% 
Bonds & Stocks 5,921,772,530 6,395,025,174 6,817,058,776 6,829,188,328 
Interest heceived on 
Bonds and Dividends on 
Stocks 267,957,882 288,799,203 310,930,789 315,425,263 
#Y¥iel4 on avg. invst. 4.77% 4.78% 4.75% 4.63% 
Premium Notes & Policy Loans 2,006,072,196 2,356,508,169 2,825 ,826,678 3,271,343,455 
Interest heceived on Prem. 
Notes & Policy Loans 97,650,206 114,881,893 136,007 ,849 160,623,510 
#Yield on avg. invst. 5.73% 5.5 5.63% 5.62% 
Cash & Bank Balances 92,999,092 104,888,595 134,919,064 273,569,083 
Interest on Bank Balances 
and other debts owed the 
companies 5,612,800 5,849,807 4,142,504 3,761,045 
#Yield on avg. invst. 6.30% 5.89% 3.30% 1.834% 
TOTALS = Invested Assets 14,523,801,757 15, 688,249,369 16,786,665,498 17,262,487 ,233 
Interest, Dividends & Kents 693,531,621 749,156,926 785,088,396 771,698,903 
#Yield on avg. invst. 5.13% 5.10% 5.02% 4.77% 


*Based on companies’ sworn statements not yet audited by Connecticut Insurance Department, 


#aAdjusted to reflect approximate effect of accruals. 





lower levels of profits to the compa- 
nies, and, consequently, lower divi- 
dends to policyholders. 


Sy 


IFE insurance companies, unlike 
fire and casualty insurance com- 
panies, are not large holders of equity 
stocks nor are they normally subject 
to the effects of a sudden catastrophe, 
such as a conflagration. Because of 
this situation whereby it is not antici- 
pated that the companies will be forced 
to liquidate a large volume of securi- 
ties at one time, life insurance compa- 
nies evaluate bond holdings on the 
so-called amortized or investment 
basis instead of actual market prices. 
This practice has been maintained for 
the past 25 years and since the pri- 
mary object of life insurance com- 
pany investments is stability of prin- 
cipal and certainty of income, it has 
proved a wise and prudent method of 
valuation. On account of the use of 
amortized values rather than market 
values, however, it is impossible to 
measure losses in principal, due to 
the decline in the security markets, 
which the life insurance companies 
have sustained on securities remaining 
in their portfolios, except for such re- 
ductions in book value as the compa- 
nies have deemed advisable. Losses 
on principal which have been estab- 
lished through the sale of securities 
or write down of book value, how- 
ever, are reported. The net result of 
the increases or decreases in book 
value and the profits or losses on 
ledger assets sold or matured was in 
1929 a profit of approximately 
$1,700,000 for the companies report- 
ing to Connecticut, and a loss in 1932 
of about $49,000,000. When com- 
pared with total assets, however, the 
loss of $49,000,000 is infinitesimal, 
amounting to less than 3-10ths of 1%. 


SSS 


STATED before that the life in- 

surance companies as a whole had 
been able to pay policy loans and cash 
surrender values during the past 
three years out of current income and 
had not found it necessary to liqui- 
date securities on these falling mar- 
kets. I would like to present some 
statistics compiled by the Life Insur- 
ance Presidents’ Association and 
made available to me through the 
kindness of Mr. Hardin of the Mu- 
tual Benefit Life Insurance Company, 
regarding the amount of investments 
acquired and the amount of invest- 
ments disposed of during the three 
years, 1930, 1931 and 1932 by 48 
companies reporting to the Associa- 
tion. I am not going to burden you 
with these figures in minute detail. 
Suffice it to say that the companies 




















acquired $425,000,000 of real estate 
and disposed of $57,000,000, loaned 
$1,800,000,000 on mortgages and had 
loans maturing either through repay- 
ments or through foreclosures 
amounting to $1,600,000,000, ac- 
quired bonds and stocks in the 
amount of $1,250,000,000 and sold or 
had maturities on $550,000,000. Ex- 
clusive of policy loans and premium 
notes, therefore, the companies’ in- 
vestments were increased during 
these three years by almost $1,270,- 
000,000. During the same period 
premium notes and policy loans in- 
creased $2,450,000,000 but the com- 
panies received $330,000,000 in re- 
payment of these loans. In reporting 
these figures on policy loans, only the 
actual cash loans paid out and only 
the actual cash repayments of loans 
are included. Loans for other pur- 
poses have been ignored. Thus, de- 
spite a net increase in policy loan cash 
disbursements of $2,120,000,000, the 
companies’ other invested assets 
showed an increase of $1,270,000,000. 
The ability to make these cash pay- 
ments without liquidating securities 
is, of course, due, as I stated before, 
to the excess of premium receipts, 
interest, dividends and rents over op- 
erating expenses, death payments, etc. 


——TSYey 


EW people realize the magnitude 

of life insurance companies’ in- 
vestments and their importance to 
the conduct of business throughout 
the country. At the end of 1931 the 
railroads of the United States had a 
funded debt in excess of $12,000,- 
000,000. Life insurance companies 
owned railroad bonds of $2,800,000,- 
000, almost 24%, of the total railroad 
bonds outstanding. Similarly, the life 
companies held about 10% of the six- 
teen and a half billion dollars of pub- 
lic utility bonds outstanding, 4% of 
municipal bonds and between 244% 
and 3% of the funded debt of the 
U. S. Government. All these invest- 
ments represent participation in the 
fundamental industries of the coun- 
try. It is inconceivable that the eco- 
nomic development of the United 
States can progress without the great 
net-work of railroads spanning the 
continent. The tide of public opinion 
is now definitely turning favorably 
toward the railroad transportation 
systems and the national need for 
their continuance is recognized every- 
where. Life insurance companies 
have bought railroad bonds for in- 
vestment. Generally, they have pur- 
chased the strongest bonds of the 
strongest systems and are continuing 
to receive a regular return. Even 
receiverships infrequently interrupt 
income on the underlying bonds—the 
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TABLE 4 
CHANGES IN BOOK VALUE AND PROFIT OR LOSS ON SALE 
OR MATURITY OF LEDGER ASSETS ~ Life Insurance 
Companies Licensed to Transact Business in Connecticut 
Source: Connecticut Insurance Reports 
Year ending Dec. 31st 1929 1930 1931 1932* 
Increase in Book Value and Profit on 
Sale or Maturity of Ledger Assets 21,587,561 19,705,177 20,796,317 9,755,462 
Decrease in Book Value and Loss on Sale 
or Maturity of Ledger Assets 19,907,076 26,072,439 27,107,635 59,104,139 
Net Result 48 1,680,485 -$ 6,367,262 -$ 6,311,518 ~$49,368,657 


*Based on companies’ sworn statements not yet audited by Connecticut Insurance Department. 


type held by life insurance companies. 
The life insurance companies have 
not been affected materially by such 
defaults as have occurred up to the 
present time and it is improbable that 
with the present progress being made 
toward the solution of the railroad 
problem any permanent substantial 
decrease in income will be experi- 
enced. 

The public utility industry, as all 
of vou are well aware, has maintained 
its position throughout the depression 
perhaps better than any other single 
field of endeavor. Those utility com- 
panies which have fallen by the way- 
side have been the over-capitalized 
holding companies whose equities are 
far removed from the earning power 
of the operating properties. Life in- 
surance companies’ public utility in- 
vestments have been confined almost 
entirely to the strongest of the oper- 
ating units and very little difficulty 
has been experienced in their public 
utility investments. 

U. S. Government and carefully 
selected municipal bonds are the saf- 
est investments obtainable in this 
country and, while the two groups 
together are not as important to the 
life insurance companies as either the 
railroad or public utility securities, 
yet their investment record is emi- 
nently satisfactory. 

Due to the declaration of a bank 
holiday it was found necessary, on 
account of the emergency, to protect 
the insurance companies against the 
effects of hoarding, just as it was 
found necessary to protect the banks 
against the same menace. Conse- 
quently, for the time being, various 
state insurance departments have is- 
sued rulings, which may or may not 
be strictly constitutional, relative to 
the payment of policy loans and cash 
surrender values, so as to prohibit 
raids upon the companies, resulting 
from a desire to hoard and from the 
public fear of financial institutions. 
There is no crisis in the insurance 


business. There are a few weak com- 
panies, reorganization of which is 
proceeding vigorously. During boom 
years many companies were formed 
for which there is no economic justi- 
fication and there was no necessity 
for the large amount of capital in- 
vested in the insurance business. 
These situations, however, have 
mainly arisen in fields outside insur- 
ance and their reorganization should 
have no effect upon life insurance 
business. 


SSS 


LP yg hide the exceedingly satis- 
factory investment record of 
the life insurance industry as a whole 
and that portion of it represented by 
a very great majority of its assets, 
there have been a few individual com- 
panies whose investments have been 
mishandled and whose managements 
have proved incompetent. Some- 
times, too large an investment had 
been made in a single project. Some- 
times, unscrupulous bankers have ob- 
tained control of companies’ invest- 
ment accounts; and in one or two 
cases there has been actual dishon- 
esty. Fortunately, no great number 
of policyholders have been perma- 
nently injured; but these few in- 
stances have given rise to a great 
flood of remedial legislation designed 
to restrict the investments of insur- 
ance companies. This type of legis- 
lation is a natural but vicious con- 
comitant of business depressions. 
Most of the proposed regulations, 
limiting investment selection, go too 
far in the direction of protecting the 
less desirable to the detriment of the 
more desirable in the life insurance 
world. In my opinion, there is no 
substitute for honest and efficient 
management and I, as a supervisory 
official, wish to put myself on record 
as opposed to the enactment of legis- 
lation which palpably is restrictive 
and which attempts to substitute a 


(Continued on Page 31) 
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Insurance Management 


In the Depression 
(Continued from Page 12) 


safety? For the same reason that we 
have related investment and under- 
writing gain and loss to admitted as- 
sets up to this point, it follows that 
the ultimate test of invesment ex- 
perience is its effect on capital and 
surplus. In the table below we show 
the financial strength of the fire and 
casualty carriers expressed in the 
unit of dollars of surplus per one 
dollar of liabilities. Surplus in this 
table represents net assets: assets 
over all liabilities including capital. 
Consistently the fire and marine 
companies exhibit a greater surplus 
for each dollar of liability; even in 
1931 they are able to match asset for 
liability dollar for dollar and show a 
leeway of nearly half as much again 
besides. The margin of casualty 
companies is not nearly so comfort- 
able. Since 1928 it has declined 
faster both relatively and absolutely. 
Their figures force on the attention 
evidence of the severe cumulative ef- 
fect of their underwriting and in- 
vestment losses. Their assets harder 
hit than those of the fire and marine 
companies, with their much shorter 
average corporate history they are at 
the same time less protected with ac- 
cumulated resources. In passing we 
note that in both groups mutuals 
show relatively smaller declines in 
surplus than stocks. This is due to 
1 We have up to this point not stopped to dis- 
tinguish the results of the depression according 
to that other basic division of companies: stock 
versus mutual. While comparison in the various 
tables of total results and those for stock com- 
panies alone will indicate the much _ greater 
numerical importance of stock carriers, mutual 
companies may justly argue that total or aver- 
age results are not always true for them. 
Throughout it is evident that mutuals of all 
kinds have an advantage over their competitors ; 


this advantage is most marked in the under- 
writing exhibit. There is no doubt that these 
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TABLE 6 


Dollars of Policyholders' Surplus 
per Dollar of Liabilities 





FIRE AND MARINE 








Stook Mutual Total 
1928 $1.02 $1.38 $1.05 
1929 1.14 1.33 1.15 
1930 1.09 1.24 1.11 
1931 73 1.01 75 





CASUALTY} 
Stock Mutual Total 
$.56 $.30 $.53 
55 28 52 
47 28 47 
33 28 +33 





Thxeluding life companies with capital and surplus at joint risk of life and 


accident business. 


Comparable with results in all tables in this paper ex- 


cept for the exclusion of three additional life companies also with capital 
and surplus at joint risk of life and accident business, but included in pre- 
ceding tables because of their importance (14 per cent of casualty admitted 
assets) and because their investment results for accident business are sepa- 


rately show. 











a great extent to the fact that surplus 
is merely the first line of defense for 
stock companies, for mutuals (except 
for assessment) it is usually the en- 
tire bulwark. At the same time the 
decline in stock surplus would have 
been considerably greater had not 
millions of capital been transferred 
to surplus account. 

Because capital stock is also at the 
risk of the business, we have calcu- 
lated a final factor of safety which 
has the merit of comparing all the 
assets available to meet all liabilities. 
It is: policyholders’ surplus per one 
dollar of liabilities. The figures in 
the table below differ from those rep- 
resenting surplus only principally for 
the stock companies, though a few 
mutuals have small guaranty capitals. 
The effect of adding capital of course 
is uniformly to raise the level of 
safety, but naturally not to change 
the trend. Comparison of the trends 
of legal form or method of operation. Whatever 


the cause, the fact of 19 and 20 per cent under- 
writing profits (on fire and marine assets) and 

















markedly better underwriting results are the 13 per cent (casualty) in 1930 and 1931 stands 
result largely of their selection of preferred busi- for itself, and goes a long way to explain the 
ness, and are not due to the peculiar excellences mutuals’ fine showing on surplus. 
TABLE 5 
Dollars of Surplus per Doller of Liabilities 
FIRE AND MARINE CASUALTY) 

Stock Mutual Total Stock Mutual Total 
1928 $.73 $1.34 $.77 $.35 $.29 $.%4 
1929 281 1.31 283 032 027 ool 
1930 873 1.22 76 26 oc? 026 
1931 042 299 246 014 028 015 





lixoluding life companies with capital and surplus at joint risk of life and 


accident business. 


Comparable with results in all tables in this paper except 


for the exclusion of three additional life companies also with capital and 

surplus at joint risk of life and accident business, but inoluded in preced- 
ing tables because of their importance (14 per cent of cabualty admitted as- 
sets) and because of their investment results for accident business are sepa- 


rately shown. 





for policyholders’ surplus and surplus 
alone indicates that the major burden 
of the depression has to date been 
borne by policyholders through re- 
ductions in surplus. 


From these facts and comments it 
would be quite possible to create a 
horrible spectre of instability and 
fear. The financial results of the last 
few years on these insurance compa- 
nies, particularly of 1930 and 1931, 
are all too evident and quite beyond 
dispute. It is too soon to say posi- 
tively what has been the exact extent 
of the additional damage wrought by 
1932. Underwriting losses in cas- 
ualty insurance were greater even 
than for 1931; and since securities 
declined still further though not at 
1931’s heart-breaking pace the cas- 
ualty margin of safety is necessarily 
even slimmer than our figures show. 
Yet up to the end of 1932 only seven- 
teen casualty companies had asked 
aid of the Reconstruction Finance 
Corporation, and their total borrow- 
ings came to less than $24,000,000 of 
which $22,000,000 went to five com- 
panies, The fire and marine compa- 
nies, as one expects, make a still bet- 
ter showing: only sixteen companies 
out of a total of at least three hun- 
dred have gone to the Reconstruction 
Finance Corporation, they have re- 
ceived barely $11,000,000 of loans, 
and $10,000,000 of this went to a 
single company. All things consid- 
ered it appears that there is no rea- 
son forthwith to predict the end of 
the economic system or of this par- 
ticular part of it. Any institution 
which has managed to keep up its 
admitted assets in 1931 to within 4 
per cent of its 1928 level as the fire 
and marine companies have, and 
even to raise them as have the cas- 
ualty companies, is not yet doomed. 
The New York Stock Exchange bond 
average in the 4-year period 1928- 

















1931 declined 25 per cent, its stock 
average by nearly 75; yet the num- 
ber of casualty and fire company 
failures has been relatively small and 
not one policyholder has (finally) 
lost a cent of money. The situation 
in all conscience is serious, it is criti- 
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cal, one should not yet call it desper- 
ate. Drastic as their experience has 
been, the record of the property and 
liability carriers is preeminently one, 
not of weakness, but of unexpected 
and admirable financial strength. 


APPENDIX I 


Investment Exhibit: Largest Companies Aggregatin, 


a 45 per cent Sample 


of Admitted Assets in Each Group (1930) 





(Market Value, except 1931: Convention) FIRE AND MARINE CASUALTY 
INVESTMENT SET-UP 1928 1929 1930 1931 1928 1929 1930 1931 
(1) P.C. All Securities of Adm. Asset 0825 .832 .837 .834 746 0«=— 67450 73D 741 
(2) P.C. Bonds of Adm. Assets e401 .345 .355 .350 e588 .538 .527 .514 
- Railroad e113 «w 107 100 = «.091 0184 «=«6173—‘«i«‘d T—C«wdS 
- Government 2095 §=6.064 «= «w063Ss«w 068 2120 =— 6091 071 068 
- Utilities O74 071 076 074 2121 2117 0126 2120 
- Other (State, Munic., Misc.) «121 0112S «w116—Ss«w«d2z: 0163S «o187 -163 = 6.163 
(3) P.C. Stocks of Adm. Assets 0424 2478 +482 484 +158 +207 2212 227 
- Railroad +087 2098 2091 084 037 2051 2047 047 
- Utilities +070 2080 2085 099 030 039 048 055 
- Mise. & Industrial +198 2248 +260 0165 047 2072 084 072 
- Bank, ete. 2069 2052 2046 0136 2044 2045 033 053 
INVESTMENT RESULTS 
(1) P.C. Net Int. & Rents to Adh. Assets 2033 «0034s iw 044 —Cs«w 4S 2035 «6.036 «= .039—Ss—s« «040 
(2) P.C. liet Profit or Loss on Inv. to 
Adm. Assets 2041 -.012 +2107 -.152 e001 =.008 =-.044 0077 
(3) F.C. Inv. Gain or Loss to Adn. Assets 074 .022 =.063 -.109 e036 «=.028 «2-005 =-.037 








Life Investments 
(Continued from Page 29) 


set of regulations for the sober and 
experienced judgment of competent 
executives. Brains cannot be legis- 
lated, ; 

I do not mean to imply that I think 
all restrictions are undesirable but I 
do question the wisdom of legislation 
in some states which have so limited 
the opportunity of their own life 
companies to diversify investments 
that the statues have been a con- 
tributory cause of lack of liquidity at 
this time. 

I think I can truthfully say the 
insurance business generally has come 
through the extreme depression and 
difficulties with undiminished prestige 
and in better condition than perhaps 
any other line of endeavor. There is 
a probability that some weak com- 
panies will have to go, but the re- 
maining ones will safeguard to the 
very limit their financial position. 
While a turn for the better has been 
made, I believe there are still many 
difficulties to be overcome. 


HE duration of the present de- 

pression is caused by a lack of 
credit, and credit and investment are 
synonomous. Investment in either 
bonds or stocks is an extension of 
credit to industry. It is apparent that 
life insurance companies endeavoring 
to build up an estate for individuals 


must lend their support to those ef- 
forts which create property values. 
To limit the avenues of investment 
of life insurance companies is to cre- 
ate a cycle of injury which starts 
with the inability of the industrial or 
commercial or servicing activity to 
secure the financial support needed 
for its creation or expansion. The 
security for the investment so pur- 
chased, however, must at all times be 
interest or dividend paying in order 
that the company may hold out to 
the public this investment as an as- 
set available for the payment of 
losses and claims. State supervisory 
officials should see to it that the life 
insurance companies establish an in- 
vestment structure so constituted 
that it will stand stress and strain in 
any direction and provide the great- 
est possible security for policyhold- 
ers; make the largest possible con- 
tribution to national wealth and wel- 
fare; and produce for the policy- 
holders and their beneficiaries the 
best possible investment return con- 
sistent with these objectives. 


The second article in the series 


on Crime Insurance will appear 


in the June issue of the Journal 


of American Insurance. 
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Commissioners Agree On 


Uniform Regulations 
(Continued from Page 15) 


endowment, or on account of dividends 
accrued since that date. 


6. LOANS ACCOUNT PREMIUMS 
HEREAFTER PAID IN CASH. 


The Company may to the extent of the 
loan value stated in the policy make a 
loan thereon, in addition to any other loan 
herein authorized equal to the total amount 
of premiums paid thereon to the Company 
in cash since the date of this order. 


7. MINOR EXCEPTIONS. 


Where payments are permitted under 
these regulations to any policyholder and 
the net amount remaining with the com- 
pany is only a few dollars and in fact so 
small as not to warrant the bookkeeping 
expense of keeping the account open, full 
payment may be made and the account 
closed. 


8 DIVIDENDS TO STOCKHOLD- 
ERS. 


During the stay of policy loan and cash 
surrender value payments, you shall not 
declare or pay any dividends to stock- 
holders. 


9. PAYMENTS OF DEATH BENE- 
FITS, DISABILITY BENEFITS, 
MATURED ENDOWMENTS AND 
ANNUITIES. 


Nothing herein contained is to excuse 
or prevent the payment of death benefits, 
disability benefits, matured endowments 
or annuities, which must continue to be 
met promptly by all companies. 


10. COMPANIES OF OTHER STATES 
—RECIPROCITY. 


Where the emergency rules and regu- 
lations of a supervising authority or the 
law of any other state of the United States 
shall require conditions or action in con- 
flict with the foregoing rules and regu- 
lations of this Department, then in that 
event such rules and regulations of this 
Department may be modified to permit the 
company to comply in good faith with the 
requirement of the supervising authority 
of such state. 








Future of Suretyship 
(Continued from Page 25) 


value and salability of the securities 
which he received because unless these 
are salable for cash he will be unable 
to pay his sub-contractors and ma- 
terialmen in cash and you will be 
called upon to do so. Thus corporate 
surety underwriters analyzing the 
guarantees required by applicants 
must take into account not only the 
relations of the parties to each other, 
and the text of contracts and bonds 
required, but also the conditions of 
the security markets and their prin- 
cipal’s financial responsibility, past, 
present and future. 


(The remainder of this article will be pub- 
lished in our June issue.) 
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CHARTERED 1842 


ATLANTIC MUTUAL INSURANCE CO. 


HOME oFFice: Atlantic Bldg., 49-51 Wall St., New York , 
BOSTON, PHILADELPHIA, GEEVELAND, CHICAGO, BALTIMORE 


MARINE INSURANCE 


INLAND 

















TRAN SPORTA TION 


YACHT 


The largest Company in the United States writing exclusively Ocean 
Marine, Yacht, Inland Marine and Transportation insurance on a Mutual 
Cash participating plan. Profits are shared with the assured. Policies are 
non-assessable, no policyholder being liable to the Company except for the 
payment of premium. 


Latest Dividend 15% 


Property Insured to the Value of Over $42,000,000,000 
Dividends of Profits to Policyholders of Over $120,000,000 
Losses Paid Over $188,000,000 


A GOOD POLICY TO SELL 


Accepts business from brokers and pays commissions in the same manner as other companies. 




















PROTECTION 


HE ability and willing- 

ness to pay when a loss 
occurs is the most vital fac- 
tor about an insurance com- 
pany to its policyholders. 

The factor is controlled 
by law to a large extent in 
that every insurance cor- 


poration, stock or mutual, is required by 
law to maintain certain fixed reserves 


against losses. 


The ability to pay is of course a relative 
matter, based largely on the total assets of 





the company in relation to 
its liabilities. Many a small 
company is in a stronger po- 
sition to promptly discharge 
its loss obligations than a 
large company, not as 
soundly organized. 


In general it may be said that the ad- 
vance premium mutual companies main- 


tain a stronger position in regard to assets 


as compared with liabilities than any other 
type of insurance carriers. 


PROTECTION AT STEVENS POINT 


(As filed with the New York Insurance Department, as of December 31, 1932) 





Assets Liabilities ' 
$4,938,555.18 $4,034,561.37 


Surplus 
$903,993.81 




















HARDWARE MUTUAL CASUALTY COMPANY 


Home Office: Stevens Point, Wisconsin 





























In the days of the galloping steeds 


More than a quarter of a century ago, when horse-drawn fire equipment was on 
American streets, hardware and implement merchants were successfully reducing 
fire insurance costs for themselves in these companies. In 1919 the three companies, 
Retail Hardware Mutual of Minneapolis, Minnesota, Hardware Dealers Mutual of 
Stevens Point, Wisconsin, and Minnesota Implement Mutual of Owatonna, Minne- 
sota, associated together in writing combination policies under the name Federal 
Hardware & Implement Mutuals. At first only hardware and implement risks were 
insured, but today other types of select merchants interested in lowef protection 
costs are insured by this organization. These companies are licensed and doing 
business in every state and Canada. They occupy an enviable position in the 
insurance world. The time-tested policy of sound, conservative management, plus 
safety and savings for policyholders, will, as in the past, be the basis for further 





; progress of these companies in the future. 
, Federal Department Offices 
An American (3 Institution Atlanta, Ga. Minneapolis, Minn. San Francisco, Calif. 
Boston, Mass. Newark, N. J. Stevens Point, Wis. 
Dallas, Texas Owatonna, Minn. Winnipeg, Canada 








Federal Hardware & Implement Mutuals 


Retail Hardware Mutual Fire Insurance Co. Hardware Dealers Mutual Fire Insurance Co. 
Minneapolis, Minnesota Stevens Point, Wisconsin 
Minnesota Implernent Mutual Fire Insurance Co. 

Owatonna, Minnesota 

















National Retailers Mutual 


Insurance Company 


James S. Kemper, President 
ESTABLISHED 1914 


MUTUAL INSURANCE BUILDING, 
CHICAGO,  @. A, 


4 


4 
FINANCIAL) STATEMENT 


at Close of Business December 31, #932, as Reported to Division of Insur- 
ance, Department of Trade and Commerce, State of Illinois. 


¢ 
~~ 


ASSETS: 


U. S. Government bonds...........:....0..-« es side’ «« Sia gee $ 267,504.07 
State and municipal bonds 435,968.56 
ee ce cade ads Ue OR os ss kala « Ulin wane aes 15,087.50 
First mortgage loans on real estate 102,500.00 
Cash in banks 149,512.02 

: 138,963.35 
MO, 2S 6 5 6 vic 5 cs cg cs dei hada ot ee 8,722.62 
Due from reinsuring companies 6,091.26 





Total cash assets............4:.,/. fe en Gtay inal eie a ae $1,124,349.28 


LIABILITIES: 


Reserve for unadjusted losses... .<'in.60 6. ce oo Clips «Mee cee $ 86,627.28 
Reserve for unearned premiums..................0eceeeeees 616,003.12 
Reserve for taxes amd GRDORSOM. . 6.66.5. Jens cccccccwewses 68,210.09 
Reserve to adjust security values to Dec. 31st actual market 


35,000.00 





Be eo ee he ee rs $ 811,218.06 
SURPLUS TO POLICYHOLDERS 313,131.32 





$1,124,349.38 


























